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Editor s Preface 


O. H. Taylors A History of Economic Thought: Social Ideals and 
Economic Theories from Quesnay to Keynes is a book that embodies the 
fruits of his life-long studies and reflections, concerned with the history 
of economic theory and the relations of its main developments with the 
broad, general patterns of philosophical and over-all social, moral, and 
political thought, which have been their wider intellectual backgrounds 
or contexts. 

The book opens with a chapter which first surveys the general outlook 
and mode of thought (in all fields) of the eighteenth-century Enlighten- 
ment; and then considers in that setting, the social-and-moral philosophy 
and contributions to economic theory of Quesnay and the Physiocrats. 
In a series of three chapters all designed to illuminate Adam Smith’s 
thought, there is first a review of the earlier theories of psychology-and- 
ethics, of Smith’s forerunners in that field: Lord Shaftesbury, Bernard 
Mandeville, and Francis Hutcheson; next a study of Smith’s philosophy 
of science (expressed in his essay on the history of astronomy) and of 
his Theory of the Moral Sentiments; and finally, a full study of Adam 
Smith’s ideal-and-theory of the self-adjusting, liberal economy, as elab- 
orated in the Wealth of Nations, 

The next chapters consider, in succession, the entire system of thought 
of Jeremy Bentham and his followers, the English Utilitarians; the work 
of Malthus on the population problem, in its relations to the utopian 
socialist-and-anarchist philosophy of Godwin, to the Utilitarian system, 
and to classical economics as a whole; and the Ricardian theory of 
economics and political economy. The study of John Stuart Mill’s 
thought is divided between two chapters, the first dealing with his views 
in philosophy, ethics, politics, and logic, and the second with his 
economics. Taylor then examines intellectual Marxism as a whole and 
in its parts — ^philosophical, socio-historical, and economic-theoretical — 
and in its relations to earlier socialist thought, the philosophy of Hegel, 
and Ricardian economics. 
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century, tJtie author surveys the late-Victorian conservative liberalism 
as the ruling climate of political thought in its epoch, and the growth and 
character of neo-classical economic theory, or marginal analysis, within 
that climate; and then studies fully Alfred MarshalFs system of economic 
theory, as the most important single, particular product of that general 
movement. Finally, coming down to the most recent and now still 
current period, the book discusses the ideologies of Communism, fascism, 
modern democratic socialism, and the new modern brand of liberalism 
associated with the American, Rooseveltian New Deal; and the main 
recent developments of economic theory, having important bearings on 
general problems of public policy. Taylor selects for special treatment in 
this period Keynes and Keynesian economics and E. FL Chamberlin's 
theory of monopolistic competition. 

This is a book that should interest a rather wide variety of readers: 
economists, political scientists, philosophers, historians, university stu- 
dents (undergraduate and graduate) in all those fields, and mature, 
educated, and thoughtful citizens in all walks of life, beyond as well as 
within academic walls. 

The editor believes that others will be as impressed by this splendid 
volume as he has been. Taylor s command not only of economic thought 
but of related disciplines is unique. I know no other volume in economics 
dealing with controversial issues which is as objective as this one. This 
volume truly represents a lifetime of thought. 


Seymour E. Harris 



Preface 


The ^'scope^^ of this book is more limited in one direction, and broader 
in another, than the abbreviated title on its cover — A History of 
Economic Thought — may lead the reader to expect. On the one hand, 
this is not a complete or comprehensive history of economic thought; 
only a part, although a major part, of that subject matter is surveyed 
herein. And on the other hand, another portion — about one-half — of 
the space and attention in this book is devoted to some parts of another, 
quite different subject matter — history of philosophical and over-all 
social, ethical, and political thought — the social philosophies that have 
been associated with different, main developments, systems, and varieties 
of economic theory, as their wider intellectual backgrounds or contexts. 
Let me further explain these two points, in turn. 

The accounts and discussions, included in this book, of some major 
parts of the past development of economic theory — from Quesnay and 
’ Adam Smith to Keynes — add up to a much less than all-inclusive history 
within that field. The developments which occurred before the time of 
the Physiocrats and Adam Smith — in antiquity, the Middle Ages, and 
the age of mercantilism — are entirely omitted; the reason is not 
that I regard them as unimportant or lack interest in them — the 
contrary is true — but solely that I had to exclude them, to reduce the 
book to a manageable size. Further, the book's coverage even of its 
modern period is highly selective, i.e., it is far indeed from complete. 
Only main elements — and not all of those — of the contributions of a 
certain number of great economists are included. Quesnay and Smith, 
Malthus and Ricardo, and J. S. Mill and Karl Marx have been selected 
^from the earlier part of the period. Then the 'neo-classical" development 
of the late nineteenth century, or marginal analysis, or the revolution in 
value and distribution theory, is dealt with in another way: through, 
first, a general survey of this movement as a whole, and then a more 
detailed study of Alfred Marshall's particular theoretical system. And 
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the final chapters consider only E. H. Chamberlin^s theory of monopo- 
listic competition, and the Keynesian system. 

On the other hand, all of that material makes up only about one-half 
of the book. Alternating with the parts devoted to developments of 
economic theory are others dealing with the ^^social philosophies^’ which 
have tended to be '^associated” with them. Thus, the structure of 
economic theory erected by Quesnay is considered after and along with 
— in relation to its background in — not only his entire philosophy but 
also the entire ruling philosophy or climate of opinion about everything 
of the eighteenth-century Enlightenment. Then the study of Adam 
Smith s economics is led up to through a prior study of the "line” of 
thought in moral philosophy, or psychology-and-ethics, of Smith’s "fore- 
runners” in this other field (Lord Shaftesbury and Francis Hutcheson, 
and the intervening critic with a different outlook, Bernard Mandeville); 
and Smith’s own completion of that line of thought in his almost for- 
gotten other book which preceded the Wealth of Nations — his Theory 
of the Moral Sentiments. Again, Benthamism in its entirety is discussed 
in a chapter which follows that on Smith’s economics and precedes the 
chapters on Malthus and Ricardo. The first of the two chapters on John 
Stuart Mill’s thought deals with his work and views in the fields of 
philosophy, ethics, politics, and logic; and the second deals with his 
economics and political economy. The chapter on Marx considers the 
entire background and substance of intellectual Marxism as a whole, 
and includes discussion of Marx’s work in economic theory, as one part 
of that. And so on. Even the later parts of the book, pertaining to more 
modern or recent times in which formal political philosophies have been 
of declining importance, and declining relevance to the newer develop- 
ments of economic theory, include chapters on the broad, vague, wide- 
spread "ideologies” — late-Victorian conservative liberalism, and twen- 
tieth-century Communism, fascism, democratic socialism, and New Deal 
liberalism — which I think are worth discussing as factors in the 
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intellectual environment around the modern developments of economic 
theory. In sum, the book as a whole is concerned in about equal 
measures with these two very different and never strictly connected but 
I think always significantly, loosely interrelated subject matters: history 
of economic theory and history of political theory in the age-old "broad” 
meaning of the latter term, or "social philosophies.” 

Some readers will no doubt regard this intermingling of discussions 
of two different subject matters in the same book as queer and objec- 
tionable. I will not defend it here at any length; an argument striving to 
convince all potential critics of the propriety and desirability of this 
character or feature of the book would become interminable and remain 
inconclusive, for the basic questions and conflicting viewpoints at issue 
run too deep to be resolved by any amount of argument. But let me say 



a few words, only, in very partial * reply ' to each of the two different 
‘objections'’ which may be felt, in the same or in different quarters. The 
first of these refers merely to the simple fact that I am violating the ideal 
of strict specialization of some modern scholars: sticking narrowly or 
strictly to one’s specialty or special field, becoming thoroughly competent 
in that, and not spreading one’s attention and efforts over so wide an 
area as to make one’s achievement or performance, as a whole and in 
every part, superficial. Can one who is, by profession and training, an 
economist and student of the history of economics, possibly be or become 
qualified to do properly thorough work in that field and also in the 
very different and equally vast field of philosophical, social, and political 
thought and its history? 

The task that I have undertaken is indeed immense; and I can only 
say that I have done my best, and I know very well that the accom- 
plished results, presented in this book, have great limitations. But I be- 
lieve that the universe of all knowledge, thought, inquiry, or intellectual 
discourse, with all its internal diversity, has a unity whereby its different 
parts illuminate each other; so that spreading out one’s efforts over a wide 
area, involving more than one discipline, can lead to achievements having 
special values, worth or compensating their inevitable shortcomings. The 
“narrowness” of outlook which is the penalty or price of “thorough” 
mastery of a single discipline or branch of knowledge seems to me as 
serious a deficiency as the other kind of “superficiality” of knowledge of 
die matters of relative detail within each specialty, which is the penalty 
or price of greater breadth of outlook or perspective; and pursuit of the 
latter, at its own accepted and acknowledged cost, seems to me as well 
worthwhile as pursuit of the former at its own cost. In particular, I think 
that the histories of economic theory and of political theory, in the sense 
I have indicated, are related, mutually relevant, or mutually illuminating 
studies, and a work endeavoring to treat (parts of) both together nay 
have merits sufficient to “offset” its inevitable limitations within each 
field. 

The other, second and different “objection,” which is likely to be felt 
by some economists, raises more profound issues, about which I will say 
very little. Economics, it may be said, is in some degree at least a science; 
and the history of economic theory is a history of progressive, scientific- 
theoretical investigations and discoveries, or work producing an ever- 
growing and improving body of real knowledge and understanding of its 
subject matter. But in utter contrast with that, all political theories or 
philosophies, or all-embracing cosmic and social and ethical philosophies, 
or “ideologies,” arc mere expressions of the local and transitory, sub- 
jective moods of individual “thinkers” or/and social and political move- 
ments, parties, cults, etc., in particular times and countries. They are 
purely speculative, void of demonstrable or verifiable truth or validity, as 
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largely emotional as intellectual in content or substance, and intent not 
purely on discovering truth or understanding actualities but largely on 
inspiring and directing political action toward particular goals and along 
particular paths* And they are always biased, partisan, fervent, and 
dogmatic — in short, they are in every way antithetical in spirit and nature 
to all science. Hence — so runs the conclusion from this contrast — eco- 
nomic theory and political theory of this kind are not only radically 
unlike each other, but are incompatible; and to study their histories 
together and assume and look for genuine, positive relations between 
the two, or reciprocal debts and contributions to each other, is a 
proceeding that must start from false premises and make no sense and 
produce only intellectual confusions. 

Now I do myself partly, but only partly, agree with the point of view 
that I have just stated. Economics — the economic inquiry — is, and long 
has been, in some degree a science, though I emphasize the qualifying 
phrase. And the parts of this book which deal with developments of 
economic theory deal with them as phases of the progress of a science, 
not as mcic integral parts of the political or social-and-moral philosophies 
that are separately examined along with them, or parts just like, and 
dominated by, the latter in their own entireties. But I do not think that 
economic science, or theoretical work in it, is or has been or can be so 
perfectly or absolutely scientific — objective, unbiased, neutral, and 
throughout secure as opposed to '^speculative’" — as to make it possible to 
say, generally, that the great contributions which have been made to its 
development by great economists have been wholly uninfluenced by the 
political philosophies shared, and often partly created, by those econo- 
mists in their other roles as more than that — human thinkers, in their 
human environments, about human life and affairs in general. Nor do 
I sec any point in avoiding recognition and study, or lack of point in ' 
trying fully to understand and appraise, the influences exerted by the 
social philosophies upon the economic theories of the great economists, 
and vice versa. The economist’s proper effort to make his own work and 
thinking within economics as scientific and objective as possible can I 
think be aided best, not by trying to shun or avoid broad, social-philo- 
sophic thinking and concern also with that and its history, but by a 
procedure of a contrary kind. Precisely in his effort to achieve objectivity, 
one should try to make his own social, moral, and political outlook or 
philosophy as fully explicit, conscious, clear, and self-critically examined 
as possible; and study and compare with it the diverse political philoso- 
phies of great economists of the past, and the effects thereof on their 
achievements within economics; and learn how to profit by and avoid 
their mistakes in this matter, or parallel mistakes, or any improper con- 
trol of his own economic thinking by his political opinions. 

Moreover, although I recognize the difference of the natures of this 
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book's two subject matters — the relatively more scientific nature of eco- 
nomic theory and essentially non- or extrascientific nature of all systems 
of philosophical political thought — I do not at all share the inclination 
toward contemptuous dismissal of the latter as not worth serious, par- 
ticipating study, which often accompanies insistence on that contrast. For 
I do not share the positivistic point of view, widely prevalent today in 
our culture and among economists and other scholars, which leads them 
to value, as intellectual productions, only the strict sciences, and despise, 
as sterile and illusory, all efforts to think or inquire, as rationally as pos- 
sible, about all the great questions of vital moment for human civili- 
zation, which do not admit of or cannot be given scientific answers. I am 
convinced that civilizations, and civilized men, cannot live by or upon 
scientific knowledge alone, in the sum of all its varieties or branches, how- 
ever fully developed they may become. I believe that in addition to that, 
all-comprehensive ^ffaiths," which ideally should be informed by, and 
consistent with, the sciences as far as the latter go, but must go beyond 
the limits of them all and affirm answers to the greater questions which 
they cannot answer — that these too are indispensable and, for the good 
of their adherents and of mankind, need imperatively to be made as well 
informed and reasoned, reasonable, or relatively rational, and not arro- 
gantly but humbly although firmly held, as possible. The sciences alone 
yield only knowledge of the causes of effects, that is, of means to ends — 
the knowledge that is power — not wisdom about values, or to guide and 
civilize men's choices of their ends. Hence in the measure in which intel- 
lectual life and culture come to be dominated by the scientific studies 
only, they make men and societies increasingly efficient and potent but 
at the same time increasingly barbarous. Philosophy in the ancient sense 
— the pursuit of wisdom, or a relatively complete set of all value-judg- 
ments, mutually consistent and consistent with all known or knowable 
and all most likely truth and reality, and the needs and capacities of all 
human beings — this other and different intellectual pursuit or activity, 
though unlike science and not to be confused with it or allowed to 
dominate or control and distort it, is by no means inferior to it in worth, 
dignity, or importance, or proper appeal to inquiring minds. That phi- 
losophy cannot attain its goals, is never-ending discussion forever incom 
elusive and scarcely progressive, can never establish ''the Truth’' in its 
sphere and lead to prevailing agreement among all upon that, but re- 
mains always a rivalry of many discordant philosophies — all this is true 
but beside the point. The fursuit, if carried on in the right spirit, is of 
infinite value, despite all the dubiousness that forever attaches to all the 
results attained. And political philosophy is philosophy applied to or in 
consideration of all the general affairs and problems of politically organ- 
ized societies. Like pure or general philosophy, it is plural by nature — 
produces a variety of diverse and warring political philosophies — and 



they all play their important roles in the developments and functionings 
of the civilizations within which they flourish, in uneasy, complex, in 
neither direction purely beneficial or purely injurious, interrelations and 
interactions with all social sciences, including economics. Holding these 
views, I have tried to produce a balanced, critical study of a historic 
panorama of composite patterns of thought made up of structures of eco- 
nomic theory and the political philosophies that were ‘allied’' with them, 
in the minds of their exponents and receptive publics; and in each case 
I have tried to discuss both parts of the composite whole, and the inter- 
relation or interaction between them, with equal interest. 

Then further, of course, being interested in political philosophies 
and the problems or issues they are about, I am not impartial or neutral 
among them all, but have my own point of view in this field, or “bias”; 
and avowal of this is due in fairness to the reader. As anyone who reads 
the book will soon discover, my own attachment is to what, in the book, 
I call the classical liberalism — the philosophy or vision of societies of 
largely free individuals, under limited governments (having limited 
spheres of authority and activity), of the liberal-democratic kind, and 
with economic aclivilies and relations organized mainly in systems of 
free, private enterprises and competitive markets. As very much of the 
history or development of economic theory, through the period of nearly 
two centuries surveyed in this book, has occurred or gone forward in 
loose association with the forms or variants of the classical liberalism 
shared, as their political outlooks, by the economists concerned, it is 
natural, and not entirely a reflection of my “bins,” that the history of 
“liberal” thought in that sense fills a particularly large part of this book. 
And I can only hope that my own sympathy with it has not made me too 
uncritical of the expressions of it, which arc reported and discussed in 
the book, or of its often partly unfortunate or questionable effects on the 
economic theories of economists cievoted to it, or made me grossly unfair, 
e.g., to Marx and other socialist thinkers, or others not in the same liberal 
tradition, in my accounts, discussions, and evaluations of their philoso- 
phies and economic theories. 

This book is an outgrowth from, or reduction to book form of, a part 
of the course of lectures, covering the same ground, which I have given 
annually for many years at Harvard University. Actually, I have been 
giving two different courses, adapted to the different interests and ca- 
pacities of different groups of students and, though the courses are much 
alike in substance, I have been treating the materials in different ways. 
In my undergraduate course, for college juniors and seniors, majoring 
in either economics, political science, history, or philosophy, and gen- 
erally having interests and (some slight) attainments in all or several of 
those studies, I have tried simply to make this course contribute to edu- 
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cation for enlightened citizenship; I have kept the parts concerned with 
^^scientific, technicaF' economic theory and its history, on a rather simple, 
elementary level, and expanded and stressed the parts concerned with 
history of philosophical, social, and political thought, somewhat more 
than I have in the other, advanced course, given to graduate students 
of economics. The latter has been given as a course in the history of 
economic theory and the wider ^‘backgrounds'' of that in general intel- 
lectual history; with the aim of helping these young, future, professional 
economists to become equipped for the tasks of modern economic re- 
search and analysis, not only with the kinds of equipment acquired in 
their other, more strictly professional training courses, but also with 
this kind of historical knowledge, literacy, and perspective. Naturally, 
the history of development of the “conceptual tools" of economic “sci- 
ence" has been treated more fully and on a more advanced level in this 
graduate course than in my undergraduate course, but the differences 
between the two courses, although substantial, have been limited, and 
are perhaps hardly as pronounced as their similarity. The character of 
the book reflects something of the characters of both courses, and is 
perhaps “intermediate" between them. 

Although not specifically designed or written as a textbook or book for 
use in university courses, the volume may be usable in courses in history 
of economic theory or/and of political theory; and the “selected bibli- 
ography" at its end may be useful to instructors and students in such 
courses — consisting as it does largely of the reading lists I have used in 
my own courses. And of course I hope that other readers, of all types, 
may find that list of books for further reading useful, also. 

I am hopeful that a rather wide variety of lay readers, as well as 
professional economists, other kinds of professional scholars, and uni- 
'versity students may all alike find this book readable and of some interest 
and value. Although it includes often fairly full and not purely 
“elementary" accounts and explanations or expositions of more or less 
“technical" economic theories and whole, logical “systems" of such 
theory, I hope and believe that I have presented these in language that 
all generally educated readers, whether previously familiar with economic 
theory or not, can readily understand. And besides hoping that even 
those parts of the book will interest readers who may initially be mainly 
interested in its other parts, I also hope that even those primarily con- 
cerned with economic theory and its history will find my discussions of 
the broader social philosophies of the great political economists of former 
times of interest also; and that a fair number at least of my col- 
leagues — fellow economists — will read the entire book, and find it worth 
reading, throughout. Perhaps I have a desire to be a “missionary" in both 
directions — to convert as many noneconomist or lay readers as I can into 
interested students of economic theory and its history, and to convert 
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more fellow-economists into interested students, also, of the diverse, gen- 
eral views or perspectives on all human affairs which formerly concerned 
all philosophical political economists. 

I gratefully acknowledge the help I have had in the production of 
this book: from numerous former students, discussions with whom have 
helped to form, improve, and clarify my own ideas; from my friend and 
colleague, Seymour Harris, who read the book in manuscript and made 
a number of most helpful suggestions, by accepting which I have con- 
siderably improved it; and from the Ford Foundation, which through a 
small grant has helped me in meeting the expenses of preparation and 
publication of the book. 

Overton H. Taylor 
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CHAPTER . 

The Eighteenth Century; Locke and 
Newton; the Natural Order; 
and the Physiocrats 


THE ENLIGHTENMENT 

The intellectual revolution of the seventeenth century, which es- 
tablished the new foundations of modern thought in philosophy, the 
natural sciences (chiefly physics), and the 'moral (social-and-moral) 
sciences, was followed by a wide popularization and continuing, 
further development of the new way of thinking — in all of these areas, 
but especially in the one last mentioned — ^which is commonly and ap- 
propriately called the eighteenth-century "Enlightenment/^ Although 
this name was first firmly affixed to the latter movement as a whole by 
nineteenth-century historians, the word Enlightenment was already in 
common use, and a favorite term, in the eighteenth century itself, and 
describes exactly what its intellectuals generally, confidently thought 
of as going on, and of themselves as taking part in or contributing to. 
The "light’^ of the new advancing understanding of all nature and hu- 
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man affairs, and of reasoned moral wisdom, was being spread abroad to 
"enlighten'' the minds of more and more of the people everywhere, and 
was growing continually "brighter" in the meantime; and the lingering 
"darkness" of formerly prevailing, age-old ignorance and errors, super- 
stitions, and hoary, stupid traditions and prejudices of all kinds, was 
being progressively dispelled — abolished. 

The somewhat excessive, naive, and complacent optimism that pre- 
vailed widely among the eighteenth century's intellectuals had several 
sources. One main root of this optimism was their belief, containing 
much truth but exaggerating it into serious error, that all "sciences" — 
the social-and-moral sciences as well and surely as the natural sciences — 
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had now at last become equipped with the right, fully sound, and effec- 
tive method and fundamental concepts; and were certain not only to go 
on advancing rapidly and securely, but finally in some not extremely 
distant future to attain complete and perfect knowledge of the general 
patterns of all nature, and all human life, societies, and history, and the 
true morality which, when universally understood and obeyed, would 
make the human world cither entirely or rather nearly a perfect, happy 
society, or ^'heaven on earth 

Then there was also, along with this overcstimation of the new in- 
tellectual advances as such, an immense overestimation of the poten- 
tial, universal, 'natural,'' intellectual and moral capacities of all human 
beings for entirely "rational" thought and behavior, including "moral 
reasonableness"; and hence, of the power of all "scientific" truth or 
knowledge to become, as achieved and communicated to the people, 
effective in controlling (guiding) their activities and conduct, and re- 
shaping all human societies, institutions, and practices into conformity 
with or realization of a "rational" plan. And finally, to the century's 
optimism a different, third contribution was made by its remnant of 
religious faith, which took the form of a belief — not set over against 
but blended with all that was thought of as scientific knowledge — that 
a wise and benevolent God had "designed" the system of nature and (or 
including) the faculties and fundamental inherent propensities of hu- 
man nature. In its blend with the epoch's scientific thought, that re- 
ligious belief made it seem that natural science was finding in and 
throughout all nature, apart from mankind, an admirable "harmony"; 
or showing that the cosmos is a whole of parts all "sspontaneously" and 
reliably performing their appropriate functions in the over-all smooth 
working of the system as a whole. And the social-and-moral sciences 
were thought to be finding in the world of men and all their voluntary 
doings, full indications of the possibility, and the reforms needed for 
realization, of a similarly harmonious, human-social cosmos — a world 
of free individuals, rationally pursuing satisfactions of all their "natural" 
desires, and in so doing, always acting in the ways that would fit in as 
appropriate parts of an orderly system of "natural" social processes, on 
the whole conducive to the highest attainable collective welfare of all 
mankind. 

Of course, the reader must be cautioned not to conclude, from this 
too simple summary account of that epoch's ruling climate of opinion, 
that there was anything like a complete uniformity or unanimity of all 
eighteenth-century thought about everything or indeed about any- 
thing. In fact, the century knew a wide variety, and countless conflicts, 
of particular views on particular questions, and even of the entire over- 
all perspectives of different minds and groups. Perhaps the common or 
very widely shared, general climate of opinion really was little more 



than a common or current, abstract, intellectual 'language,’^ or frame 
of reference, which was throughout sufficiently vague to accommodate 
the whole wide range of differing and disagreeing, more specific views 
and creeds. 

Yet the common climate, or language, or whatever we call it, did and 
does have much importance. It did signify Western culture s achieve- 
ment and possession, within that epoch, of a degree of nearness, rare 
in its history, to agreement of all leading minds on the fundamentals of 
one all-embracing, almost unified or coherent, and simple, attractive, 
widely popular 'philosophy.'' That philosophy does still need and repay 
careful, at once sympathetic and critical, study in the world of today, 
which owes much to it and yet has moved rather far away from it. Many 
true, realistic and wise, practical insights, and other elements (notions) 
which must be described as utopian, idealistic illusions were blended 
together in it all, in diverse proportions in the different variants of the 
whole "philosophy" evolved by different thinkers and groups, or in 
different quarters. And today our culture, though in many ways much 
altered from its state in that epoch, is full of both hinds of elements, 
still often similarly blended or confused together. The needed critical 
revision of our whole, still basic inheritance from the Enlightenment 
never has been carried out completely; and progress in achieving this 
can be aided by direct study of eighteenth-century thought itself, be- 
cause in that thought the basic insights, illusions, and confusions all 
stand out far more simply and clearly than they do in the more sophis- 
ticated and complex intellectual productions that are current in our 
time. 

In its main, immediate, antecedent sources and its general character, 
most (and all typical) eighteenth-century thought was both Lockeian 
and Newtonian, i.e., was deeply influenced in philosophy, ethics, and 
politics by Locke, and in both the natural and the social sciences by the 
"example" and the fundamental concepts of Newtonian, or classical, 
physics. We may consider the results of these mingled influences under 
the two headings of method and substance. In epistemology and meth- 
odology, or theory of knowledge and scientific method, or philosophy of 
science, both the "empiricism" expounded by Locke and that practiced 
by the physical scientists were beginning to produce real effects or evoke 
more than lip service generally, in all kinds of inquiries; but they 
still were somewhat inconsistently mingled or blended with a rather 
large remainder of, or carry-over from, the ancient, unempirical, or ab- 
solute, spcculative-and-logical "rationalism." And in metaphysics, or 
theory of reality, or philosophy of the character of all that is and all that 
ought to be, the prevailing, over-all conception was that of a "natural 
order," or a system of systems of natural-scientific, ethical, and social- 
scientific "natural laws," ordained by a wise and benevolent God, the 



^'designer ^ of all nature and human nature, to ensure a harmonious, 
orderly functioning of both the nonhuman natural universe, and all 
human societies. The ideas of the natural order and the system of nat- 
ural law which profoundly affected the substance of eighteenth-century 
thought in all fields is the central subject of this chapter. But first a few 
things must be said about the mixture (in varying proportions) of de- 
clining “rationalism^^ and rising “empiricism^^ that prevailed in the cen- 
tury^s way or ways of thinking about or approaching all kinds of prob- 
lems. 

There is much truth, but a plurality of partial (limited) truths rather 
than any one simple and absolute truth, in the references that are often 
made to “eighteenth-century rationalism,^^ to the ^'Age of Enlighten- 
ment,^^ and to the 'Age of Reason.^^ There did prevail then, in a measure 
perhaps hardly equaled at any other time since the classic age of 
ancient Greek thought, and certainly not often at all nearly approached 
today, a high, ardent faith in the power of the human faculty or instru- 
ment of “reason^^ to solve all problems, refute and abolish all erroneous 
beliefs and practices, and achieve and diffuse into all minds, in time, all 
of the true knowledge, understanding, and wisdom needed to “guide'^ 
all men and societies to attainment of the highest levels of wealth, wel- 
fare, and happiness made possible by their environments, natures, and 
abilities. But to a great extent in theory, at least, and usually to some 
extent — in varying degrees in the cases of different thinkers — in prac- 
tice also, the object of this high and even excessive faith in reason, was 
reason ap'plied to or in analysis of all human experience; not “pure^^ rea- 
son working without experimental or empirical data, or at mere deduc- 
tion of the logical results of its own primary, supposed, general insights, 
or purely speculative constructs or assumptions. The usually professed 
and to some extent practiced “method^^ of inquiry, in other words, was 
tending to become that of “rational empiricism, rather than that of 
simple, pure, or absolute “rationalism.’^ 

Yet my qualifications, included in those statements, must be 
emphasized. There were still some exponents, i.e., defenders as well as 
practitioners, of the absolute “rationalism’’ which tried to set up a few 
“self-evident” primary truths and deduce all others, on all subjects, from 
them. And even the more numerous and more typical inquirers of the 
time, who sincerely professed their adherence to the Lockeian “empiri- 
cism” and the natural-science method of observing facts and testing 
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theories for agreement with them, generally fell very far short of actu- 
ally performing, or even realizing or conceiving, all that was needed in 
the way of thorough, careful, systematic, empirical research, and critical 
testing of their plausible, “rational” theories for agreement with “ex- 
perience.” What they really did as a rule was to “reason” from or upon 
simple, plausible, general assumptions arising from or suggested by 
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their limited amounts of informal, casual, ^^everyday^^ experience and 
observation and their '^common sense, i.e., the currently, commonly ac- 
cepted, general ideas or concepts with which they construed and 
organized all such experience, and which seemed to have the full and 
conclusive support of it all. And this, of course, really differed less than 
they often supposed from the avowed method of the all-out ''ra- 
tionalists,^^ who regarded their "common sense'' beliefs not as summaries 
of everyday experience, but rather as "self-evident" intuitions of pure 
reason. 

It also must be said, however, that eighteenth-century minds could 
thus blend, without any sense of being inconsistent, tendencies toward 
the contrary "methods" of all-out "rationalism" and full-fledged "em- 
piricism," because in and for that age the appeals to "reason" and to "ex- 
perience" were in the main not rivals but allies, in the general, common 
opposition to all uncritical, reverent acceptance of views supported 
merely by tradition and authority^ Men were to use their free, inde- 
pendent, individual reasoning minds and the facts experienced or ob- 
served with their own senses, to criticize or test all traditionally received, 
authoritative doctrines, refute and discard all the errors and nonsense 
included in them, and advance beyond them to new, more clearly and 
cogently conceived and reasoned, and securely grounded truth or 
knowledge on all subjects. And this intellectual liberalism — assertion 
of the universal individual right and duty of free, skeptical or critical 
and innovative inquiry, thought, expression, and discussion — ^was the 
basic side of the many-sided liberalism of eighteenth-century thought 
throughout the ethical or normative sphere, and the link directly con- 
necting its liberal with its scientific spirit and outlook. Distrusting all 
tradition and authority, and trusting that all minds when emancipated 
from them would be able to reason correctly from truths borne out as 
such by the experiences of all to a new, common, true, and all-sufficient 
wisdom; the men of the Enlightenment tended to expect, too hopefully, 
that the on-going progress of all free and progressive sciences, and of 
popular education, would in time bring into being a new world of ra- 
tionally reconstructed societies of free, enlightened individuals all sev- 
erally both thinking and behaving "rationally" and in line with their 
own best interests as individuals and with those of all mankind. 

One of the roots of the excess of optimism in that much too hopeful 
outlook was the defect of the usual "method" of eighteenth-century 
thought already noticed here — excessive reliance on mere reasoning or 
logical, speculative theorizing, not accompanied, controlled, and fed 
by sufficiently extensive and thorough empirical research. This de- 
ficiency or one-sidedness — relative excess in the direction of pure "ra- 

^ Cf. Morris Cohen, Reason and Nature: An Essay on the Meaning of Scientific 
Method, 2 d ed. (Glencoe, III: Free Press, I953)> P- 5- 
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tionalism’^ in the presupposed philosophy of science — contributed to 
excessive optimism because it meant deficient awareness of the endless 
variety and complexity in or throughout the real, empirical world, and 
the consequent, necessary endlessness of the temporal process of in- 
creasing and improving all human knowledge; or the folly of hoping 
for mankind's eventual attainment of the complete and perfect knowl- 
edge in all fields, which through its applications would perfect the hu- 
man world or all human practices. The dreams of utopia, fostered by 
the Enlightenment, involved the false belief that the sum or complete 
pattern of all truth is simple or finite, and can all become known as just 
the full set of the implications of a small group of simple elementary 
propositions sanctioned by the ^^common sense" of one culture and 
epoch. 

Yet it is as easy to be too severe as to be too lenient in judging this 
feature of eighteenth-century thought. The use in thought of relatively 
simple, manageable, abstract, conceptual and theoretical ^models" of 
reality, which oversimplify it, is always necessary for any attainment of 
even partial understanding of it. And the best theoretical visions of this 
kind — yielding the best or greatest degree of understanding of their real, 
empirical subject matters — are not the most elaborate, complex, or in- 
tricate schemes; but those which manage, in the simplest ways in which 
this is possible, to come nearest to representing, fully and truly, all the 
main or more important features of the real, empirical subject matters. 
Very simple structures of theory can be contemptibly superficial, or be 
works of genius full of penetrating insight; and impressive, elaborate, or 
complex structures can be still better than the best simple ones, getting 
nearer to full, true ^realism," or be worse than the worst simple ones, 
containing as little true insight and obscuring that little with unneces- 
sarily complex formulations. The eighteenth century, of course, had its 
superficial thinkers, but it also produced many inquirers, including some 
workers in natural science and even more in the social-and-moral studies, 
who really were men of genius, and made their simple, theoretical vi- 
sions — versions or developments of all or parts of the prevalent vision 
of ‘*the natural order," in the universe and for all human societies and 
conduct — vehicles of much true knowledge, understanding, and wis- 
dom. 

They all indeed fell short, by widely varying, great distances, of ade- 
quate awareness of the limitations of their own achievements; the in- 
finite complexity of the complete-real subject matters and mazes of prob- 
lems which they only very partially illuminated; and the need for liter- 
ally endless, further progress beyond their attainments, and the perma- 
nent impossibility of any human attainment of the omniscience that 
would be required to realize utopia or a perfect society. But, of course, 
only the superficial thinkers of the time were flagrant Utopians; the 
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inquirers who produced solid achievements displayed only the limited 
degrees of overoptimism resulting from their degrees of failure to sense 
sufficiently the still unfathomed complexity of all truth in contrast 
with the bits of it included in their simple visions. 

There was also, however, another way and field in which exag- 
gerated notions of the powers of ^ reason^^ tended to prevail in much (by 
no means all) eighteenth-century social-and-moral thought, and infect 
it with degrees of overoptimism or utopianism. That is, besides the too 
nearly, only ^ rationah' or not adequately ^ empiricar' method of inquiry, 
there often occurred, as a substantive element (assumption) of theoreti- 
cal systems in this area, the fsychological 'rationalism'’ or intellectual- 
ism which grossly exaggerated the potential, universal role of "reason" 
in determining the lines or patterns of all human behavior. This ancient 
idealizing conception of "human nature" and the psychological 
processes through which human conduct is engendered and determined, 
imputed to everyman's "reason" the decisive role in directing his be- 
havior; and to everyman himself a great — potentially perfect — capacity 
and tendency to make the conduct of his life and all his activities ideally 
"rational." In other words, it imputed to man a tendency — which his 
achievement of adequate knowledge could make perfect — to choose 
correctly in every situation, among all the courses of action open to him, 
the course logically required by or best adapted to the situation and his 
well-considered and arranged set of ends or objectives; or required to 
maximize the resulting total satisfaction of the total constellation of his 
(definite and self-known) "natural" desires. All this might be a notion 
simply of expedient behavior, involving "rational" choice of ways 
and means, but to ends determined not by (ethical) "reason" but by 
nonrational, simply factual (psychological), human-natural desires. But 
there usually was also present as a further modifying element the (vague 
and difficult) notion of a power of "reason" to control or modify all de- 
sires themselves and make them "morally reasonable," i.e., to make all 
the desires of each individual not only mutually consistent but also con- 
sistent with the likewise reasonable desires of all other men; and in 
short, to make the over-all result a prevailing, "rational" pursuit by all 
of morally proper ends only, or a greatest, true welfare of all severally, in 
perfect harmony with their greatest collective or common welfare. This 
last idea will be noticed again below as the main substance of the usual 
form of the century’s notion of the system or code of ethical "natural 
law." 

In any case, in all forms the belief in the power and tendency of the 
"reason" of all men to make all their actions and behavior-patterns fully 
"rational" was, of course, a main source of the universal tendency to 
confuse, or blend together, normative theories of right behavior and 
positive (in aim, descriptive, explanatory, and predictive) theories of 
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actual behavior. And, of course, it strongly contributed to the prevailing 
optimism or utopianism; in a world of potentially, ^ naturally, ideally 
^ rationab' human beings, the progress and spread of knowledge and 
^enlightenment^’ would be certain to result in progress toward a realized 
^%eaven on earth.’^ 

Finally, this seriously mistaken idea of human psychology had still 
another serious result for and in all social sciences affected by it, and 
especially for economics, in which it gained its strongest hold and has 
too largely persisted to the present day. It has helped to perpetuate 
the sway of excessive ^Nationalism,” or has hindered advance toward 
adequate ''empiricism,” in method of inquiry in this field, by supporting 
the convenient but fallacious substitution of logic for empirical 
psychology; that is, the substitution of mere elaboration of "the logic of 
choice” in rational behavior, to maximize total satisfaction of the wants 
of the actors, for investigation of the actual psychological factors and 
processes through which actual behavior is determined. So long as a 
social science, e.g., economics, remains content to theorize about "ra- 
tional” behavior, instead of investigating the actual human behavior in 
its field of interest, it can at best become only partially an empirical as 
well as a rational science; i.c., its empirical research can develop only in 
the spheres of study of the objective situations to which the human ac- 
tors in its subject matter "react,” and study of the results of their (ob- 
served but not explained) mass behavior. All this is good, but the central 
field for empirical research — detailed study of the actual causation and 
character of the actual behavior itself — remains empty or filled only 
with the unempirical figments of "the logic of choice.” 

Yet it is significant that, as we shall sec, the greatest eighteenth-cen- 
tury economist, Adam Smith, was emphatically one of the minority 
of his epoch’s workers in the social-and-moral sciences who did not ex- 
aggerate the role of "reason” in the genesis and determination of human 
behavior; but who, on the contrary, were fond of attributing all kinds 
of behavior mainly to various, nonrational, instinctive propensities, and 
"natural,” but socially influenced, psychological (emotional) forces; and 
who were pioneers in the scientific study of the psychology and social 
psychology of human emotional life and its results in the spheres of all 
culture and all individual and collective behavior. It was not from Adam 
Smith but from other sources that his nineteenth-century successors 
acquired or carried on and developed the "psychological rationalism” 
described and criticized above, which they made a basic ingredient of 
their own, and of most subsequent, systems of economic theory. Yet 
again, it seems a further paradox that the latter did not therefore reach 
conclusions diverging notably at all from those arrived at by Adam Smith 
on the basis of his different, not overrationalistic views in psychology. 

That fact indeed poses a problem which we shall have to deal with 
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later in this book; and may lead us to some mitigation of the above criti- 
cal remarks on the harm done to economic science by its frequent dal- 
liance with ideas of ' rational*’ behavior. But it must he said here, on the 
other side, that while Adam Smith’s thought was free of that particu- 
lar illusion — belief in the potential power of **reason” to control or 
direct all human conduct — it did contain or involve, along with good 
insights into psychological truths about human emotional life, illusions 
of another hind in that field, which were common or prevalent in 
eighteenth-century thought generally and could easily be all the more 
pronounced wherever 'psychological rationalism” was rejected, and 
could replace that as an alternative source or ground of broadly similar, 
partly wrong conclusions. 

I speak now of the (again) overoptimistic notion of the "natural good- 
ness” of mankind, or the fitness of the Providentially designed faculties 
and fundamental instincts of human nature to engender a harmony of 
the spontaneous mental functionings and behavior of free men with the 
real conditions of proper functioning of their societies and their com- 
mon welfare. That there are real, "natural,” psychological and social 
processes of adaptation or adjustment of individual and collective habits 
of feeling, thought, and action, to the real environments concerned and 
the real conditions of tolerably adequate satisfaction of "human 
nature’s” strong demands, was the basic general, true insight of 
eighteenth-century social science. But there was a common proneness to 
exaggerate that insight or the relative perfection of those "natural” proc- 
esses, and develop theories of a highly, socially beneficent, natural 
functioning of the psyches of all men, and of the social systems either 
deliberately, jointly constructed and operated by them, or evolving and 
functioning with but little conscious, over-all, human "planning.” And 
when and in so far as such overoptimistic theories did not rely on exag- 
gerated notions of the role of reason in directing all human conduct, 
they relied instead on one-sided notions of the more or less purely 
"good” or socially fortunate constitution of the nonrational, emotional 
part of human nature. 

But I have gone beyond discussion of the "method,” only, of 
eighteenth-century thought, and have begun to touch also upon (one 
part of it) its "substance”; I must now turn to a more systematic survey 
of the latter’s over-all pattern, i.e., the common conception of the all- 
embracing system of "natural law” and the "natural order.” 

In a sense the most fundamental part of that conception was the part 
that has since been most widely discarded in the on-going development 
of modern thought, and is least readily understood today, i.e., the idea 
of a system or code of normative, ethical "natural law” prescribing the 
right patterns for all human societies and conduct. This was a very old 
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idea, which had played important roles, in earlier forms, in ancient- 
classical and mediaeval thought; but a last revival and revision of the 
notion flourished in this epoch. Essentially, it was Locke's idea of the 
'natural" moral law or code and the "natural rights" of all men under 
it, which prevailed on through the eighteenth century. It continued to 
seem "obvious" to the "common sense" of the men of the Enlighten- 
ment, as it had seemed to Locke's, that all men, alike sharing or repre- 
senting the same "human nature," are alike entitled in justice to the 
same rights and liberties; and obliged, in justice to each other, to make 
their conduct always consistent with these rights of all — the rights and 
liberties required to enable all to develop and exercise their "natural" 
abilities, toward attainment of full satisfactions of their "natural" de- 
sires.^ Of course, the elements or terms even of this conception were 
quite broad or vague; and there were other, differing conceptions, less 
fully in line with Locke's, of the code of "natural" law or justice, which 
still more widely extended the range of diverse, more specific moral vi- 
sions that could be and were expressed in this common "language." 
Thus the complete range of these conceptions came to extend all the 
way from the conservatism of a Blackstone — which regarded English 
common law as a practically perfect embodiment of all "natural" law or 
justice — to the most radical socialist and anarchist visions that emerged 
on the left-wing fringe of the French Revolution. But the central, main 
body of eighteenth-century social-and-moral thought evolved on or 
along the liberal "middle way" between those extremes toward full de- 
velopments of the Lockeian, liberal vision of the "naturally" right form 
for human societies — ^best adapted to the "human nature" of their mem- 
bers — as that of societies of freely compcting-and-coopcrating, free in- 
dividuals, all severally both asserting and exercising their own, and at 
the same time fully respecting one another's, "natural rights." 

In its eventual full development this line of thought was to lead to 
both the ideal-and-theory of liberal democracy in the political sphere, 
and the ideal-and-thcory of the liberal economy — an economic system 
of free and competitive enterprises and markets. But within the 

®Cf. Locke, Two Treatises of Civil Government, any edition, book 2 (or Second 
Treatise'), chap. 2, p. 5. In this passage, Locke conveys his central doctrine, of the 
equal rights of and reciprocal duties among all men under ethical natural law, 
through his long, approving quotation from “the judicious Hooker’"' — the six- 
teenth-century English writer, Richard Hooker, Ecclesiastical Polity. Hooker had 
merely reproduced, in the passage here quoted by Locke, the mediaeval “argument” 
originated by St. Thomas Aquinas — that, because all men alike have the same 
human nature, they all ought in reason to love one another, and respect as each 
other’s all the rights they would severally claim for themselves. Note the union in 
this “argument” of ( i ) the Aristotelian-Scholastic idea of the common or universal 
“nature” of the species, (2) the Christian idea of everyone’s ethical duty to “love” 
all his fellows, and (3) the classical Roman law idea of each individual’s just rights. 
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eighteenth century it was the latter ideal-and-theory, much more than 
the former, which attained quite full and definite elaborations and be- 
gan to win widespread acceptance and practical influence. Liberal-demo- 
cratic political thought (not to speak of practice) was to become mature 
and ascendant — at any rate in Europe, including England — only in the 
nineteenth century. The one exception to be made under that statement 
concerns the United States, of which the eighteenth-century ‘‘founding 
fathers^’ did work out a quite mature, complete, detailed, and very im- 
pressive liberal and somewhat democratic political philosophy. There is 
much to be said in support of the claim that liberal democracy origi- 
nated in this country — though as a product of the European or all-West- 
em Enlightenment, and a logical development of the ideas of Locke. 
The Rousseauistic philosophy of democracy, of the French Revolu- 
tion, was not liberal nor in line with the idea of ethical “natural law’’; 
for its doctrine of an absolute sovereignty or unlimited authority of the 
so-called “general will” of the entire community involved a collectivistic 
subjectivism, voluntarism, and “totalitarian” authoritarianism in 
conflict with the liberal ideal of restraint of all authority (even that of 
democracy, i.e., of the popular majority) and protection of the liberties 
of all individuals, by principles of justice regarded as objective, i.e., not 
“made” by human desires or wills at all, but only “found,” discerned, 
or grasped by the “reason” common to all men as the really valid, impar- 
tial norms which must restrain all for the sake of all. 

We must now consider, however, in addition to and along with that 
idea of ethical “natural law,” the ideas of natural-scientific and social- 
scientific “natural laws” (of successions of events and their causal 
connections or processes), which also pervaded eighteenth-century 
thought and its vision of “the natural order” existing in the universe 
and to be achieved in all human societies. These ideas made their 
own contributions, along with that of the ethical “natural law” con- 
ception, to the theories of the requisite structures and potential, 
“natural” functionings of the liberal economy and of liberal democracy. 
There is no doubt that Newtonian or classical theoretical physics, with 
its conception of the physical universe as a mechanical system, and its 
theory of the “natural laws” of the motions of bodies and the “working” 
of that system, profoundly influenced the basic concepts and assump- 
tions commonly involved in eighteenth-century theorizings, not only 
in the “natural” sciences but also in psychology and economic, political, 
and all social science. Not only the inanimate world and all nonhuman 
living organisms, but also human beings (their minds as well as their 
bodies) and human, economic and political societies, came to be gen- 
erally conceived or thought of as (either literally or by analogy) 
“mechanisms” or “mechanical” systems, operating or functioning 
through internal processes conforming to or exemplifying discoverable 
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'^natural laws/' i.e., either those of physics (mechanics) or others like 
them. As the great historian of the science of mechanics, Ernest Mach, 
has said, there came into vogue among the French Encyclopedists a be- 
lief that ^^they were not far from a final explanation of the world by 
physical and mechanical principles." And as Mach adds, their '‘joyful 
overestimation" of the scope of the new ideas of physics and mechanics 
amounted to "a substitution of a mechanical mythology for the animis- 
tic of the old religions." ^ 

Mach's use of the word mythology may rightly suggest that there 
were (and are) no adequate grounds for confidence in the full validity 
of the purely mechanistic view of all processes; but to a large extent 
this result of the influence of mechanics on all modern scientific 
thought, in all sciences, has continued to flourish and develop to the 
present day. Within eighteenth-century thought, however, the mech- 
anistic view as then understood — even in physical science itself, and 
above all in the "sciences" concerned with human life and affairs — 
was not yet the grim outlook that it was to become, or to seem at least to 
many minds, in its later, more modern developments, when it came to 
be entertained alone in full "purity" and stringency, and apparent 
conflict with religion and ethics.'^ On the contrary, it was still combined 
and interfused with religion and with ethics. In all fields it was blended 
with the belief in a harmony and beneficence for mankind, of the system 
of all "natural" processes, proving that it all must have been designed 
by a wise and benevolent God; and in the "moral science" fields, also 
with belief in the code of ethical "natural law," and the "free wills" and 
responsibilities of all men for voluntary obedience to that code, as 
the only way in which they could achieve the 'potential^ "natural," 
harmoniously and beneficently operating, human societies or social, 
political, and economic systems. 

THE PHILOSOPHY OF THE PHYSIOCRATS 

Let us now, finally, consider one particular, emphatic and somewhat 
special version and development of that entire vision of "the natural 
order," viz, the system of (combined) social-moral philosophy and 
economic theory of the group of late eighteenth-century French econo- 
mists who are called the "Physiocrats." The members of this small group 

“ Ernst Mach, The Science of Mechanics: A Critical and Historical Account of 
Its Development, T. J. McCormack, trans. (Chicago: The Open Court, 1919), pp. 
4 <^ 3 - 4 ^ 4 ' 

* On the grimness of the nineteenth century's deterministic idea of the mecha- 
nistic universe and its natural laws — and the reactions of romantic thinkers and 
poets against this, see A. N. Whitehead, Science and the Modern World (New 
York: The Macmillan Company, 192,5), chap. 5. 


12 



or — the latter word is appropriate — called themselves simply the 

^'economists but the other descriptive and distinctive name for them 
at once came into and has remained in universal use because their over- 
all message, strongly stressed in all their writings, was indeed their ad- 
vocacy and theory of 'physiocracy,^' i.e., "government" of all human so- 
cieties entirely by or through the system of "natural law" — meaning 
both (i) the principles of "natural justice" and (2) the "natural laws" 
of economics, as expounded by them. 

They were the first exponents of a comprehensive, systematic, thor- 
ough, and consistent philosophy of "economic liberalism" — universal 
liberty or freedom of individual enterprise, competition, and trade — 
and the writers who first gave wide currency to the maxim or slogan 
laissez jaire, laissez passer — let all men do the parts of the world's de- 
manded economic work which their situations, markets, abilities, facili- 
fies, and interests make it "natural" for them to do, and let every current 
of trade and every sequence of economic events or developments take 
its "natural" course. But in their interpretation of it, this "gospel" did 
not mean that governments would have no work to do, or should be in- 
active; nor did it mean — above all, not this! — that all established, tradi- 
tional institutions, practices, etc., should be "let alone" or left un- 
changed. On the contrary they were reformers, decidedly, with a pro- 
gram for "enlightened" reformation first of their country's (and every 
nation's) government, and then of the laws and the economy of France 
(and of every country) by a vigorous, reforming government. Every- 
where there must be "enlightened" and vigorous public action to create, 
develop, and maintain the ideally just legal order, fully formulating and 
enforcing the true principles of ethical "natural law," right, or justice; 
and then only, within that legal framework, the "natural laws" of the 
"automatic" working of the (each) national economy would ensure con- 
tinuous, full use and the best possible uses of the resources and abilities 
of all its members, to maximize their mutual services and collective or 
aggregate economic output — the sum of the realized satisfactions of 
the needs of all. 

The Physiocrats were slightly earlier or older contemporaries of Adam 
Smith, who knew them and their work and views but did not fully agree 
with them and was not greatly influenced by them. Nor did their entire, 
exact, special system of thought or doctrine, as such, ever enjoy a very 
wide vogue, or greatly influence or contribute to the subsequent, general 
development of economic thought. But it is possible and usual to 
analyze their total system into two quite different parts or components 
and ascribe to these two "things" widely different amounts of merit, his- 
toric influence, and importance in every sense. From the standpoint of 
modern economics, the core of their system was a real, substantial, by 
no means flawless but in and for its time brilliant contribution to eco- 



nomic analysis. This has been highly praised and diversely used, im- 
proved, and built upon by more modern economists; and among present- 
day economists, familiar with it as a part of the entire, general history of 
their science, it is generally regarded as having been in its time a great 
step forward in the progress of economic thought. I will soon hereafter 
return to, and briefly explain the nature and value of, this central scien- 
tific" part of the work of the Physiocrats — their economics proper; but 
first I must further describe and discuss the other part of their 
total system — the wider context of other ideas within which they them- 
selves developed and presented their economic analysis — their cosmic- 
and-ethical and normative political and legal philosophy. For although 
it has long been the usual practice of modern economists and historians 
of economics to dismiss this lightly, as neither really connected with 
economics proper nor of any serious interest on its own account, I can- 
not fully concur in either view. 

The broad philosophy of the Physiocrats as presented in their writ- 
ing was fully embraced by few and adversely criticized by many even 
among their contemporaries. It soon came into very general disrepute, 
because it made fully explicit, in terms too unrcticent, bold, and bald 
for the taste of an already increasingly cautious, skeptical, almost 
positivistic time, the metaphysical-and-moral faith which most minds, 
though in fact still largely retaining its substance, were becoming 
ashamed to hold so firmly and avow so brashly. But this very fact makes 
the writings of the Physiocrats highly useful to the student of all liberal- 
and-economic thought in its general development through and beyond 
that time, as with due care one can use their fully, clearly expressed, 
fundamental philosophy as a guide to full understanding of the more 
or less similar but discreetly guarded, half-latent presuppositions in- 
volved in the views and arguments presented in the writings of other, 
more typical, liberal economists. And I think this philosophy, as pre- 
sented by the Physiocrats, is relevant for understanding that phase of 
the general development of economic theory, and is also very interest- 
ing in itself. 

The essentials of both the philosophy and the economics of the “sect” 
were worked out and presented best by its leader and sole important 
original thinker, Frangois Quesnay. He came from rather lowly and ob- 
scure, lower-middle-class French provincial origins, and always retained 
rural, agrarian sympathies, which affected one famous feature of his 
economics (see below). But he was by profession a physician or medical 
man, and court physician at Versailles; his knowledge of biology and 
medicine also probably affected the cast of his social-economic thought 
which may be described as a study of the conditions of “health” in the 
social-economic “organism.” Not his vocation, however, but his avoca- 
tion or role of self-made philosopher and economist, absorbed his main 
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energies and led to his main achievements. He vjsls active in this role in 
the 1 750s, 1760s and 1770s — the time when all French intellectuals 
(les philoso'phes') were most busily analyzing and criticizing the condi- 
tion of their country and the faults of its ancien regime^ and contribut- 
ing to the trend of thought and public opinion that was to produce the 
great French Revolution. But Quesnay and his disciples, the Physi- 
ocrats, were moderate reformers, not revolutionists, and belonged, 
when the Revolution came, to the moderate faction that lost out or got 
'^swamped’' by the radical-democratic tide with which they had no par- 
ticular sympathy. On the fringe of the '^sect,” not a full member of it 
but an independent figure largely in agreement with its general posi- 
tion, stood the eminent economist Turgot, in his own way fully as great 
a man as Quesnay; and Turgot tried but failed to reform and save the 
'old regime’' by introducing as a minister, too late and against still fa- 
tally effective opposition, some of the long-needed, "enlightened” eco- 
nomic and fiscal policies. But we are concerned now with the elements 
of Quesnay’s — the Physiocratic — general philosophy, which are all well 
presented in his essay on Droit Natural — natural law, right, or justice.® 

This essay begins with the observation that previous writers on its 
subject had failed to produce any large or substantial body of generally 
agreed-on, definite principles, because — in Quesnay’s view — they had 
not adopted or formed the right "method” of inquiry, empirical as well 
as rational, for use in this field. It is clear as we read the essay that Ques- 
nay himself retained much of the French Cartesian spirit of pure ra- 
tionalism as to method, with its stress on "clear and distinct ideas” and 
frequent appeal to "^If-eyident” axioms; yet his way of thinking, 
though half-Cartesian, was also half-Lockeian, and he claimed and tried 
to give his theory of natural justice an empirical as well as a rational 
foundation. One must, he goes on to say, proceed through observation 
of the facts about actual human situations and relations; how particular 
individuals are placed, what service? they need from and are in positions 
to render to each other, and wha»t reciprocal rights and duties they must 
recognize if all, severally and jointly, are to enjoy the fullest possible 
prosperity and happiness. And he illustrates his meaning by discussing, 
on this basis, rights and duties between parents and their children. 
Young children, as yet unable to provide for their own needs, require 
various parental services; their parents are the persons generally best 
situated and able to provide these services; hence the children have 
"natural rights” to the services in question, and the parents have the 
corresponding "natural duties” to their children. Then years later, as a 
rule, these relationships become reversed; aged parents have needs 
which their grown-up children can best meet, and consequently, rights 

" Quesnay^s essay Droit Nature! can be found in Auguste Oncken (ed.), Oeuvres 
de Quesnay (Paris: Jules Peelman and Company, 1888), pp. 359-377. 
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to the services which now are the duties of the latter. In short, Ques- 
nay s moral principles really are those of ^ utilitarianism,^^ though he 
still identifies them with or as the rules of ethical ^'natural law/' What 
‘nature" prescribes is always whatever is necessary or required to maxi- 
mize the happiness — all-around fulfillment of the needs — of all con- 
cerned, under the basic conditions that exist and cannot be altered. 

A still broader philosophy, however, of the order and laws of nature 
as a cosmic system, is connected in Quesnay s mind with his approach 
to the rules of droit naturel (natural justice), and expounded later on 
in the same essay. He speaks of two kinds or groups of “natural laws," 
physical and moral — les lots naturelles fhysiqueSj and les lots naturelles 
morales. And in his characterization of the former, what stands out is 
that religious-optimistic sense of the (relative) harmony and beneficence 
of physical nature as a system of events or processes, which was described 
above as ingredient in nearly all eighteenth-century thought, and is 
here expressed and supported (argued) by Quesnay in a simple, 
homely, but quite interesting way. I don't know whether Quesnay had 
ever read or become acquainted with the famous argument on this mat- 
ter of the great philosopher, Leibniz — the Leibnizian thesis and 
“proof," which Voltaire had ridiculed in the story of Candide, that the 
actual world (which God has made) is the best of all possible worlds 
(which He could have made); but I think Quesnay's simple “ar- 
gument" is identical in substance on the crucial point with that of Leib- 
niz, and can be understood best if I first say a word about the latter. ,, ^ 

The key to the Leibnizian argument is the quite orthodox Christian 
theological and mediaeval Scholastic idea, retained by Leibniz, that al- 
though God is “omnipotent," He is above all “rational" in His nature, 
and is therefore bound or limited by the laws of logic, i.e., He cannot 
do or make contradictory or inconsistent things; not even God can make 
2 plus 2 equal 3 or 5 or anything but 4, or make rain both wet and dry. 
Now any rational or self-consistent, complex or multiple universe — 
whole or system of many parts — must be, as Leibniz said, a system of 
com-fossihilities^ mutually compatible entities, properties, events, and 
processes. And it is then argued further, that any such universe would 
be certain to contain some “evils" from the human standpoint — things 
or properties of things or events obnoxious to human desires and sen- 
sibilities — as inevitable concomitants of the “good" items or features, 
inseparable from them — the “price," so to speak, of any creation or ex- 
istence or occurrence of the latter. And then the concluding Leibnizian 
thesis was that in the actual universe the “evils," though many and seri- 
ous, are the fewest and in their sum the smallest possible, relative to the 
far greater (in aggregate value) flood of 'good" things and events, all 
necessarily and logically entailing the associated “evils" as their 
minimal “prices." 

16 



Quesnay s train of thought, then, is the same but expressed very 
simply. He flatly asserts that the physical laws of nature are '"the laws 
of the trains of events as favorable as possible to the happiness of all 
sentient beings''; and provides a homely illustration of his thought, 
'The rainstorm which inconveniences the traveler, waters the fields"; 
and the benefits conferred on all life by the storms, which water the 
fields, far outweigh the injuries without which the benefits could not 
be had. One may, of course, smile at all of this, if he is so inclined; the 
thesis, of course, never was or could be really proved, but it also cannot 
be disproved, and does not seem to me pure nonsense. Anyway, it was 
a typical eighteenth-century belief, and one integral part of Quesnay's 
philosophy. 

But when Quesnay goes on to speak about the natural moral laws — 
les lois naturelles morales — he uses similar language to cover other, 
additional, and different ideas and problems. These laws are said to be 
those of the human actions and resulting trains of events in human 
societies, "as favorable as possible to the happiness" of all members of 
the latter. But the human actors are said to have "free wills" and ra- 
tional minds to use in deciding upon their actions; and the concept, lois 
naturelles morales^ clearly is meant to cover or include both rules or 
standards of ideal conduct, which men ought to obey but can disobey, 
and social-scientific laws of the social processes consequent and con- 
tingent upon consistent, actual obedience by all actors concerned, to 
those standards. Hence there is not here, as in the preceding statements 
about nature's physical laws, simply the idea of an optimal, inevitable, 
actual course or pattern of events; but instead there is the idea that all 
men as free and rational moral agents ought to, and can, always so act 
that the results of their actions will be or make up a system of social 
processes "as favorable as possible" to their common welfare. 

In fact, a fuller analysis of this part of the essay reveals three ideas 
in Quesnay's theory of the system of lots naturelles morales: (i) the 
rules of frudent individual conduct, "rational" for each actor in his 
actual circumstances, or correct for maximizing the long-run over-all 
satisfaction of his own desires; (2) the rules of justice (droit natureV) 
among men in their mutual relations and dealings, which ought to be 
enforced where necessary, impartially upon all men alike, by an ideal 
legal system, leaving open to all only those prudent or rational, self- 
interested actions which at the same time are just to all affected persons 
and thus conducive also to maximal social welfare; and (3) the quasi- 
mechanical laws of the social-economic processes that will go on if both 
the rules of prudence and those of justice are universally obeyed. 

There is, I think, no doubt that Quesnay and his disciples assumed 
the universal, spontaneous tendency of men to be or become, with the 
growth and spread of knowledge or "enlightenment," adequately pru- 
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dent or rational in their own interests, in conducting or managing their 
own private resources, affairs, and lives. But it was to be the business of 
'enlightened'^ government to make them all invariably just to one an- 
other, or protect the "natural rights' of all, in their mutual dealings, 
by developing and enforcing a system of positive law, having as its sub- 
stance or contents the true principles of droit nature]. And Quesnay 
and his disciples advocated as the form of government best fitted for this 
task, a regime which they oddly called "legal despotism" — the "enlight- 
ened despotism" often idealized in the eighteenth century, with stress 
on the point that it should be "legal," i.e., bound by its constitution al- 
ways to obey, and enforce upon its subjects only, the principles of valid, 
ideal law or justice — droit natural. What they actually envisaged was a 
constitutional monarchy, with an active but law-abiding executive 
"government" and a representative, deliberative, and consultative na- 
tional assembly to help this executive government to develop the legal 
order in accordance with a national consensus as to what its provisions 
must be. But the third and unique organ in their ideal system, much 
stressed by them, was to be a supreme tribunal of nine (!) wise old men, 
selected and trained throughout their lives to be the best judges of all 
that droit natural commands, forbids, and permits, and having a veto 
over all decisions of the executive government and assembly, to keep 
them in line with droit natural. It is impossible not to be struck by the 
resemblance between this part of the Physiocratic blueprint and the 
later, familiar, American institution, our Federal Supreme Court with its 
power of "judicial review." And although I know of no solid evidence 
of a real historic connection of the two, there is the fact that one promi- 
nent Physiocrat, the first du Pont de Nemours (an ancestor of the later 
American, great industrial-capitalist family of the same name) was a 
friend and correspondent of our Thomas Jefferson, who indeed came 
near to being a Physiocrat himself in his economic and related social- 
moral (though not political) philosophy. 

The Physiocrats, then, believed: (i) that the laws of physics make 
all the processes of nature at large "as favorable as possible to the hap- 
piness" of all living things including human beings; (2) that human 
beings have the ability and duty to discover and obey the "rational," 
normative rules of a code of ethical "natural law," synonymous with 
the requirements for universal, maximal prosperity and happiness, and 
consisting of (a) the rules of prudent conduct of their private affairs 
by individuals and (h) the rules of justice in dealings among individu- 
als, to be enforced by a reformed government; and (3) that when hu- 
man societies achieve conformity of their institutions and the conduct 
of their members to that code, their economic systems will thereafter 
operate or function as harmonious self-adjusting mechanisms on exactly 
the lines required to maximize the prosperity and happiness of all con- 
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cerned. I have still to indicate, however, what they conceived to be the 
main contents of the rules of justice — droit natural. Although they did 
not get beyond a few high abstractions or broad generalities, they did 
regard this code as sanctioning private property in land and movables, 
general freedom of contract, and freedom of all economic enterprise, 
competition, and trade from legally or socially supported obstacles de- 
signed to benefit favored groups by denying equal opportunities to other 
groups. 

The controlling general idea in this whole matter was that of equal 
freedom for all individuals, i.e., not unlimited freedom for anyone, 
but all the freedom for everyone consistent with the same freedom for 
everyone else. And the reciprocity of rights and duties among all — 
identity of A's natural rights as against B with B’s natural duties to A 
and vice versa — was a point they always stressed. Also the utilitarian 
identification of these rights and duties with the conditions of maximal 
happiness — satisfaction of needs — for all concerned, must be borne in 
mind. If the Physiocrats had really gone far at all toward carrying out 
the empirical studies suggested or called for by that identification, they 
would have been forced to recognize the inadequacy — or real vague- 
ness, indeterminateness — of their simple, general vision of an ideal 
harmonious society of ‘'free'' individuals. They were under the illusion 
that their simple, abstract, “rational" blueprint fully specified all nec- 
essary features of the legal framework within which the (otherwise) 
“free" economy would automatically function optimally for the eco- 
nomic welfare of the entire population. But I must now briefly de- 
scribe their different, central, and more solid, real “scientific" achieve- 
ment — or scheme of real economic analysis — ^viz., Quesnay's analysis of 
the social-economic process as a pattern of interrelated flows of inputs of 
work and resources in economic production, outputs and sales of prod- 
ucts, incomes, and outlays or expenditures (for consumption and for 
new inputs in production) in the continuing operation of the national 
economy and the connected segments into which this analysis divided 
it. 

THE ECONOMICS OF THE PHYSIOCRATS 

The gist of that scheme of analysis was summed up in Quesnay's 
justly famous “economic table " — tableau economique — ^which his dis- 
ciples regarded as one of the greatest discoveries or inventions in the 
history of all science, and which does hold an important place in the 
history of economic science.® As originally published, the table was a 

® See Quesnay, Analyse du Tableau Economique, in op. cit., pp. 305-328. The 
Tableau itself, in one form or version, is presented within this essay or text explain- 
ing it (see p. 316). 



rather cryptic-looting diagram of zigzag lines connecting different hypo- 
thetical numbers and saying in effect this kind of thing: if in one year 
the nation's producers of wealth invest this total amount of money, and 
sell the resulting products for this other total amount, and divide and 
use the proceeds thus and thus, then the following incomes will be rea- 
lized by these different groups of people; and the 'year's consumption 
by the nation or its population can be this much, and the total savings 
for investment next year, this much, and so on. In other words, 
the table was an early pioneering step toward the two overlapping and 
related kinds of investigative work that many economists now carry on 
(of course in far more advanced and sophisticated forms) and call ^'na- 
tional income analysis" and "mathematical economics." 

Through a long period after its first appearance, Quesnay's economic 
table was not understood by most other economists. Though it really 
was or is simple and clear enough, the kind of work represented by it 
was not familiar or attractive to most economists until a more recent 
time; and prejudices against it, hindering the intensive, intelligent 
study of it which would have led to full understanding, were created 
by the extravagant praises lavished upon it by Quesnay's disciples, and 
the common dislike of his and their rather high-flown, doctrinaire, and 
dogmatic general philosophy. But a few able nineteenth-century 
economists did fully appreciate it; one among these, interestingly, was 
Karl Marx, who, in spite of the wide and deep philosophical or ideologi- 
cal gulf dividing his mind from Quesnay’s, justly esteemed the latter as 
a great economist and developed avowedly from this table, or with the 
help of its suggestions, his own similar-and-different analysis of the 
flows and divisions of inputs and outputs, incomes and spendings, sav- 
ings and investments in the "capitalist" economy.'^ Still later and, of 
course, in no connection at all with Marx, the English economist Henry 
Higgs revived the study of Quesnay's table and properly explained it 
to the profession,® Finally, in recent decades the modern developments 
of income analysis and all mathematical and statistical economic studies 
have brought into being a general recognition of Quesnay and his table 
as having tried long ago to start the science upon this track.^ 

For Marxes praise of Quesnay and his Tableau j see K. Marx, Theories of Sur- 
plus Value, Selections (New York: International Publishers, 1952), pp. 71, 72. 
And on the relation of Marxes own ^^tables'^ of the income-flows, etc., in the '^capi- 
talist^' economy to Quesnay^s Tableau, see Appendix A (by Shigeto Tsuru) in 
P. M. Sweezy^s Theory of Capitalist Development (New York: Oxford University 
Press, 1942), pp, 3<^5-37I* 

® See Flenry Higgs, The Physiocrats (London and New York: The Macmillan 
Company, 1897), especially chap. 2, pp. 26-48. 

” For what is perhaps the best brief, modern account and appreciation of 
Quesnay^s contributions to economic analysis and their relations to very modern 
work, see J. A. Schumpeter's History of Economic Analysis (New York: Oxford 
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The scientific value of Quesnay s table lay entirely in its rudimentary 
and limited, but clear and significant grasp and display of three simple 
general truths which every more advanced analysis of the same general 
kind also grasps and displays and tries to illuminate and specify in much 
fuller detail. The first general point is that the economic universe, ex- 
emplified in every 'economy,^' is or contains a system of interdepend- 
ent, variable quantities, all so interrelated that when any of them 
change, all are (in time) bound to change together in more or less de- 
terminate relationships. The second point is that there is always in 
(throughout) a social ^'economy^^ or economic ^'body'^ a ^^circular flow'^ 
of wealth (income and expenditure), which may be thought of — and 
no doubt was thought of by Quesnay with his biological-medical back- 
ground — as remotely analogous to the circulation of flood in an animal 
organism; i.e., expenditures by producers upon production become the 
incomes of consumers which, when spent by them, buy the products 
and become the producers’ revenues, the sources of their new expendi- 
tures on new productions, etc. And the third point is that there is within 
an '^economy” some discoverable set of ^conditions of a general equilib- 
rium” of all the related, variable quantities and ''forces” causing 
them to change; i.e., some unique set or pattern of relative values of 
all the variables as compared among themselves, such that, when or if 
they all come into this set of relations, no economic actor will any longer 
have any motives or incentives to further change his behavior-pattern 
so as to bring about further changes of any of those quantities; all eco- 
nomic actors will then already have attained their relative optimal or 
best attainable (incomes — or gains — or satisfactions — maximizing) eco- 
nomic situations or positions. Quesnay made a beginning at the work 
of analyzing the consolidated income and expense accounts (not known 
or available to him empirically but conceived and illustrated with hypo- 
thetical figures) of an economic society or all its members together; and 
the interrelations of the economic quantities and their changes, which 
would appear in such a system of accounts; and the "circular flow” of 
income (or expenditure) out from and back to producing enterprises; 
and the conditions or requisites of a healthy general equilibrium of the 
economic system. 

Quesnay’s 'particular analysis, however, also embodied, in no real 
connection with any of those true and useful ideas but as a fundamental 

University Piess, 1954), pp. 223-243; pages 239-243 deal specifically with the 
Tableau, And note especially Schumpeter^s reference — p. 241, last lines, and n. 
II — to the most important modern (now still recent) work having a clear and 
avowed ‘delation’" or indebtedness to Quesnay^s Tableau, viz., Wassily LeontieFs 
system of *'mput-outpuF' analysis, developed in the latter's The Structure of 
American Economy (Cambridge, Mass.: Harvard University Press, 1941; rev. ed., 
New York. Oxford University Press, 1951). 
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doctrine in his system, a peculiar, mistaken notion which expressed 
his 'agrarian bias/^ This doctrine ran to the effect that a nation^s agri- 
cultural land and labor — its farms and working farmers — are the sole 
producers of its annual froduit net, i.e., the (small) part of its annual 
gross output of wealth which is surplus over and above the (main) part 
which must be used up in consumption by the people and replacement, 
maintenance, or upkeep of the previously existing stock of capital. Ques- 
nay conceived the French national economic society of his time as made 
up of three parts, classes, or groups of people: (i) the proprietary class 
— aristocratic owners of the nation's soil, in their great estates; (2) the 
producing class — the peasant cultivators of the soil; and (3) the "un- 
productive" or "sterile" class — the entire urban population of artisans, 
merchants, etc. In applying those seemingly derogatory adjectives to the 
last group, he did not, he explained, mean to stigmatize it as useless or 
parasitic. Its members lived, he admitted, by doing the useful and neces- 
sary work of transporting, processing, and marketing the land's raw prod- 
uce, and this work (he further agreed) considerably added to or in- 
creased the total value of all that produce; but this additional value, he 
maintained, was only equal to that of the group's necessary or proper 
consumption plus the upkeep of its capital — there could be no net 
product or surplus above mere "support" of the group and its activities, 
attributable to the latter. 

Only the country's farms and farmers could produce, besides ^^sup- 
port" of the farm families and upkeep of their working capital, a pro- 
iuit net, which was all included in the rent paid to or received by the 
proprietary (landlord) class, and should be used by the latter to (i) sup- 
port the state or pay the only tax (single tax, impot unique') which the 
state ought to levy, and (2) accumulate all new capital and make all 
the long-term investments needed to improve the land and its produc- 
tivity. In more detail, Quesnay analyzed the annual flow of newly pro- 
duced wealth out from and (in part only) back to the producing farms, 
in the following way. He supposed the farmers to retain on the farms, 
in kind, one fraction of their output (of its total value) for direct con- 
sumption by their families and replenishment of their working capital 
(seed, fertilizer, etc.) for use in producing the next year's crops. Another 
fraction would go into their exchange with the townspeople, i.e., be 
sold to the latter for money with which the farmers, in return, would 
buy urban products of the same total value, also for use on the farms, 
partly in consumption there and partly to maintain farm capital (tools, 
etc.). The rest would go as rent to the landlords, who would use a part 
of this rent in their consumption of farm and urban products, and have 
the remaining, final part — the produit net — as their, and the country's, 
only "net" income (net or surplus after provision for all private con- 
sumption and capital-replacement needs); and the only possible real 
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or ultimate source of (i) all public revenues and (2) all net growth 
over time of the country’s stock of wealth or capital. 

It seems best to postpone for a moment the hard question, why and 
how — on what (to them) apparent grounds or through what mistakes 
— Quesnay and his followers arrived at that strange doctrine — their 
belief in the sole responsibility of agriculture for the entire 'net’’ na- 
tional income in that sense. We must consider first the doctrine’s mean- 
ing for them as brought out by the reform proposals — "radical” in one 
but not in another sense — which they based upon it, and their way of 
arguing from the doctrine for these reforms. Their single tax pro- 
posal was indeed "radical” in the France of that time; it called for a 
great change — a complete reversal — of the very bad fiscal practices and 
situation which existed and were helping to bring on the country’s im- 
minent, great revolution. The regime’s extravagance and heritage of 
debt from the expensive wars of Louis XIV were supported by a heavy 
profusion and confusion of taxes, which were — or at least were meant 
and thought to be — paid (either directly or through purchases of taxed 
and therefore high-priced goods and services) by virtually all of the 
people exceft the members of the privileged, landowning aristocracy — 
Quesnay’s "proprietary class” — whose privileges included exemption 
from all taxes. And the queer little doctor at the royal court and his few 
disciples advocated nothing less than abolition of all existing taxes and 
replacement of them with a wholly new and shocking, substantial, sin- 
gle direct tax on the land-rent incomes accruing to the noble lords from 
their great estates! 

Yet the advocates of this reform did not themselves regard or repre- 
sent it as radical or revolutionary in its real (according to them) pro- 
spective consequences; nor did they appeal to any radical or revolu- 
tionary sentiments in arguing for it. Unlike their much later and wholly 
independent American successor in this matter, Henry George, the 
founder of the more modern and well-known but different land-rent- 
single-tax movement, the Physiocrats did not regard legal private owner- 
ship of land and appropriation of land-rent income as unjust, i.e., 
involving "exploitation” of the "landless” majority of the people by the 
"landlords”; nor did they preach governmental confiscation for public 
uses, of all land-rent income, and abolition of all other taxes, as a right- 
eous measure against a wicked, rich minority, for the (just) benefit of 
the suffering majority, and to abolish poverty. The Physiocrats did not 
associate justice with any redistribution of wealth from the few rich to 
the many poor; they did not dream of abolishing all poverty (raising 
the incomes of the masses far above a "subsistence” level), or have any 
animus against the nobles who, in their great estates, owned the soil of 
France. They argued that the real effects of their tax reform plan — their 
single tax — would not cost these nobles anything but would instead 



doctrine in his system, a peculiar, mistaken notion which expressed 
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uce, and this work (he further agreed) considerably added to or in- 
creased the total value of all that produce; but this additional value, he 
maintained, was only equal to that of the group’s necessary or proper 
consumption plus the upkeep of its capital — there could be no net 
product or surplus above mere “support” of the group and its activities, 
attributable to the latter. 

Only the country’s farms and farmers could produce, besides “sup- 
port” of the farm families and upkeep of their working capital, a pro- 
duit net, which was all included in the rent paid to or received by the 
proprietary (landlord) class, and should be used by the latter to ( i ) sup- 
port the state or pay the only tax (single tax, hnpot uniejue') which the 
state ought to levy, and (2) accumulate all new capital and make all 
the long-term investments needed to improve the land and its produc- 
tivity. In more detail, Quesnay analyzed the annual How of newly pro- 
duced wealth out from and (in part only) back to the producing farms, 
in the following way. He supposed the farmers to retain on the farms, 
in kind, one fraction of their output (of its total value) for direct con- 
sumption by their families and replenishment of their working capital 
(seed, fertilizer, etc.) for use in producing the next year’s crops. Another 
fraction would go into their exchange with the townspeople, i.e., be 
sold to the latter for money with which the farmers, in return, would 
buy urban products of the same total value, also for use on the farms, 
partly in consumption there and partly to maintain farm capital (tools, 
etc.). The rest would go as rent to the landlords, who would use a part 
of this rent in their consumption of farm and urban products, and have 
the remaining, final part — the produit net — as their, and the country’s, 
only “net” income (net or surplus after provision for all private con- 
sumption and capital-replacement needs); and the only possible real 
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or ultimate source of (i) all public revenues and (2) all net growth 
over time of the country's stock of wealth or capital. 

It seems best to postpone for a moment the hard question, why and 
how — on what (to them) apparent grounds or through what mistakes 
— Quesnay and his followers arrived at that strange doctrine — their 
belief in the sole responsibility of agriculture for the entire 'net" na- 
tional income in that sense. We must consider first the doctrine's mean- 
ing for them as brought out by the reform proposals — "radical" in one 
but not in another sense — which they based upon it, and their way of 
arguing from the doctrine for these reforms. Their single tax pro- 
posal was indeed "radical" in the France of that time; it called for a 
great change — a complete reversal — of the very bad fiscal practices and 
situation which existed and were helping to bring on the country's im- 
minent, great revolution. The regime's extravagance and heritage of 
debt from the expensive wars of Louis XIV were supported by a heavy 
profusion and confusion of taxes, which were — or at least were meant 
and thought to be — paid (either directly or through purchases of taxed 
and therefore high-priced goods and services) by virtually all of the 
people exceft the members of the privileged, landowning aristocracy — 
Quesnay's "proprietary class" — whose privileges included exemption 
from all taxes. And the queer little doctor at the royal court and his few 
disciples advocated nothing less than abolition of all existing taxes and 
replacement of them with a wholly new and shocking, substantial, sin- 
gle direct tax on the land-rent incomes accruing to the noble lords from 
their great estates! 

Yet the advocates of this reform did not themselves regard or repre- 
sent it as radical or revolutionary in its real (according to them) pro- 
spective consequences; nor did they appeal to any radical or revolu- 
tionary sentiments in arguing for it. Unlike their much later and wholly 
independent American successor in this matter, Henry George, the 
founder of the more modern and well-known but different land-rent- 
single-tax movement, the Physiocrats did not regard legal private owner- 
ship of land and appropriation of land-rent income as unjust, i.e., 
involving "exploitation" of the "landless" majority of the people by the 
"landlords"; nor did they preach governmental confiscation for public 
uses, of all land-rent income, and abolition of all other taxes, as a right- 
eous measure against a wicked, rich minority, for the (just) benefit of 
the suffering majority, and to abolish poverty. The Physiocrats did not 
associate justice with any redistribution of wealth from the few rich to 
the many poor; they did not dream of abolishing all poverty (raising 
the incomes of the masses far above a "subsistence" level), or have any 
animus against the nobles who, in their great estates, owned the soil of 
France. They argued that the real effects of their tax reform plan — their 
single tax — would not cost these nobles anything but would instead 



actually benefit them, in the long run, along with the entire nation. 
According to their analysis of the sources and required uses of all in- 
comes in the national economy, the nobles had in their ‘‘net’' incomes 
from their lands or estates — 'net'' over upkeep of their estates and 
households at the status quo ante levels — the only "net" incomes in the 
country, wherewith any public taxes (of whatever kinds) could be 
paid in the last analysis. And, the Physiocrats argued, the nobles already 
were really paying all taxes — and a larger sum than necessary, in con- 
sequence of the wasteful and expensive nature of the existing complex 
array of taxes and the whole fiscal system — via the tax-raised prices of 
all or most of the goods and services they had to buy. 

The peasants, artisans, and merchants generally or as aggregate 
groups needed — so this argument asserted — their entire incomes merely 
to cover their expenses, live, and maintain their capitals with no in- 
crease over time. Hence whatever taxes these groups had to pay in the 
first instance, they would necessarily pass on or shift as burdens to their 
customers by adding them as costs to the prices charged. And among 
the customers, all those likewise getting only incomes barely sufficient 
for their needs would again shift the burdens in the same manner to 
their customers, etc. Thus all tax burdens of all kinds must, through 
repeated shifting, finally come to rest upon the only incomes able to 
afford them, i.e., the net incomes of the owners of the agricultural es- 
tates. A single direct tax then, upon the landowners in the first instance, 
would merely recognize the inevitable facts, immensely simplify the 
fiscal system, and save the estate owners the unnecessary additional 
amounts they had been paying in reality, in consequence of (i) the 
excessive expenses and losses incurred by the state in trying to collect 
all the taxes levied in the existing system, and (2) the tendencies of all 
tax shifters to increase their prices by more than the amounts of their 
tax payments, to recoup also all their cost increases indirectly due to the 
tax system, and profits on their increased investment outlays. More- 
over, when freed of the depressing effects of the existing wrongly placed 
tax burdens and the struggles to shift or recoup them, etc., the entire 
national economy would work more freely and efficiently, the froduit 
net and net incomes of the estate owners would increase, and they could 
pay a tax sufficient for all needs of the state and still be much better 
off. 

In that argument, then, the advocates of the single tax made clear 
the meaning they attached to their underlying doctrine, that only the 
agricultural branch of the national economy could produce or engender 
a net income over and above the part of gross income absorbed in paying 
for the costs of production of the products involved — including the pro- 
ducers' costs of living and the upkeep of their capitals; and that all of 
this net income, arising only in agriculture, went into the rent-incomes 
24 



of the owners of the farm lands, who therefore must or alone could 
financially support the government. And on the ground of the same 
doctrine the group arrived at a second proposal or piece of advice to 
the landowning nobility: that this wealthy group or class should rec- 
ognize and accept also, besides its unique ability and consequent obli- 
gation to finance the government, its similar unique ability and 
consequent obligation to finance the economy s needs for capital growth 
or expansion and development, i.e., to save and invest, in permanent 
or durable improvements of and on the estates of its members, the 
amounts needed to enable the peasant farmers to make the land as pro- 
ductive as possible. The rest of the population was held to be as unable 
to do net saving and investing, i.e., contribute to an increase as distinct 
from mere replacement or maintenance of existing capital, as to con- 
tribute (really) to the public revenues; all but the landowners, sole 
recipients of the froduit net, could produce and earn or acquire only 
enough to '‘keep going’^ or continue their parts of the status quo. But 
we have still to ask, what features of the scene they surveyed — and/or 
of their outlook upon it — led Quesnay and his followers to this odd 
fundamental doctrine; what portions of truth and of error did it contain, 
and how may we account for the mistake it involved? 

As the doctrine was asserted with very little explanation or defense, 
every student’s answers to those questions must be largely conjectural, 
and I offer my own conjectures for whatever they may be worth. Had 
the doctrine been presented as only a guess at the facts — the relevant, 
nonexistent, statistical aggregates — in or for the France of that time, 
then I think we might say that it probably was not very far from correct; 
what alone was wholly wrong and unfounded was the doctrine’s claim 
to be or state a universal "necessary” truth. Surely it was true about 
most of the ordinary or humble French people of that time — and has 
been true of most similar people, small peasant farmers and town work- 
ingmen, in most societies and times all through human history — that 
as a rule they could barely earn enough to make ends meet, and could 
not have been final, uncompensated payers of much in the way of taxes 
or any other "extra” charges, or been able to do much saving for invest- 
ment, without declining into deep and wretched poverty. What, of 
course, does seem odd, however, is the apparent failure of the Physio- 
crats to recognize that there were even then, and within their country, 
quite a few quite prosperous urban capitalists, i.e., merchants, bankers, 
and the like, normally receiving substantial "net’*’ incomes in the Physio- 
cratic sense and clearly able, while living well, both to pay substantial 
taxes and to save, invest, and expand their enterprises. Yet it may have 
been true for this class as a whole, in the whole economy, that the 
profits of some were about offset by the losses of others; that even the 
hourgeoisie or business class as a whole (counting in all the petty 
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shoplceepers, etc.) generally had a group income hardly more than 
sufficient to continue its part of the status quo. The class of owners 
of the great agricultural estates did then receive most of the economy's 
^^surplus" output or income above that needed for current use to pre- 
serve the status quo; and in that economy at that time, probably, any 
very generous financing of the state and of national economic growth, 
development, or progress would have required large direct or indirect 
drafts upon the land-rent income of the aristocracy for these purposes. 
The traditions and attitudes of that aristocracy indeed were such that 
it was not a psychologically, sociologically, or politically realistic or 
feasible project to try to convert it into a thrifty, enterprising, progres- 
sive, and enlightened-patriotic 'capitalist" class, willing and eager to 
use its great income for those purposes. But the blind optimism of the 
Physiocrats in this matter did not signify that anything was wrong 
with their economic analysis as such. 

Where they went wrong in their economics was in supposing 
(i) that the apparent connection of most — all, they thought — of the 
economy’s "net" income, with agriculture, signified or resulted from a 
uniquely high or great productivity inherent in the latter as a special 
branch of all economic (productive) activity; and (2) that this im- 
agined, superior productivity, i.e., sole "net" productivity of agriculture 
was a universal, permanent, "natural" fact or "law" which would al- 
ways, in all societies, make farm-land rent the all-important, only pos- 
sible source of all public revenues and of all new capital for economic 
progress. In all still mainly agricultural economic societies, having ihree- 
fourths or more of their total populations and resources employed within 
their agricultural sectors, and having land-tenure systems concentrating 
ownership of their farm lands in small numbers of very large estates 
owned by the few richest families, the latter of course get the main 
large incomes and together get most of the national "net" incomes. But 
all this reflects local and temporary combinations of facts, (i) of limited 
economic development as yet achieved, and (2) of existing property 
arrangements and social structure — not a law of nature whereby only 
the agricultural part of all economic activity can ever, anywhere produce 
a surplus above its own current upkeep requirements and the bare- 
living costs of the working people employed in it. In fact in every such 
situation it is the still low productivity of agriculture which makes 
necessary its absorption of most of the society’s manpower and resources, 
and restricts the growth of industry and commerce and of their pro- 
ductivity. At the same time it is true — the reverse side of the truth just 
stated — that within an economy the ability of an agricultural sector, 
smaller than the whole economy, to produce a surplus over what must 
be used up within that sector, is necessary for the existence of the rest 
of the economy; and that growth of this surplus productivity of agricul- 
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ture is necessary for growth of the rest of the economy. But the other 
sectors of an economy also can develop productivities beyond their own 
requirements and contribute to each other's progress and to that of 
agriculture. The Physiocratic view of this whole matter was strangely 
one-sided, containing much insight but also a definite error. 

That error may have been rooted, possibly, in the notion included 
in their general philosophy of the Providential beneficence of nature. 
This connection is suggested by a statement of Adam Smith's, reflecting 
a very partial agreement on his part with them on this point, that ‘'in 
agriculture nature labors along with man." So long as most nonagri- 
cultural, industrial production — manufacturing — was human handwork 
unaided by power-driven machinery, it was perhaps plausible to think 
of the fertility of soil and the natural processes favorable to life that go 
on in it, and the fecundity of plant and animal life as representing the 
sole contributions made by nature assisting and supplementing human 
efforts in economic production — uniquely in agriculture; and to think 
of the “surplus" output of agriculture, appearing in its value-form 
chiefly as farm-land rent, as explained thereby. 

Adam Smith, Wealth of Nations, E. Cannan (ed.), vol. I, p. 343. 
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CHAPTER 2 


Adam Smiths Forerunners 
in Moral Philosophy 


INTRODUCTORY 

The present chapter is the first of a series of three chapters, together 
presenting what is perhaps — ^as compared with the ^^scales'" of other 
parts of this book — an exceptionally full or extended discussion of Adam 
Smith's thought and writings and all that may help us to understand 
them: the main, immediately antecedent sources, and his own develop- 
ment, of his views in philosophy and ethics, and his great work on the 
Wealth of Nations, Extended discussion of all this is called for, I think, 
by the unity-in-variety of Adam Smithes intellectual output as a whole, 
its complexity and richness, the merit or interest of each part in itself, 
and its relevance to other parts of the whole; for full understanding of 
his entire outlook, the works and ideas of those predecessors who most 
influenced his philosophy and ethics are also to be considered in this 
chapter. 

Smith's contributions to the special science of economics may not 
deserve in all respects quite as high or preeminent a place in the history 
of that science as it long was customary to assign to them. Some of the 
best modern ^‘authorities" on this matter — eminent economists and 
historians of economics, writing in our time — have gone rather far — 
indeed in the extreme cases too far in my own opinion — in the direction 
of “deflating" his old reputation in that field. To this question I shall 
return, in the chapter on Smith's economics. It still is true, and generally 
recognized, that Adam Smith's famous work on the Wealth of Nations 
is one of the world's, or all history's, truly great books, and a rich mine 
of wisdom on a very wide range of subjects — economic, psychological, 
and sociological, and historical, moral, and political. Accordingly, the 
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last or ^'culminating^* one in my series of three chapters in the titles of 
which Smith*s name appears, will outline and discuss the Wealth of 
Nations and (or including) the theory of economics elaborated in it. 
But I think it desirable to lead up to that with the present and the im- 
mediately following chapter. 

In the world after Smith*s time, the wide public which (very prop- 
erly) so highly esteemed his work on the Wealth of Nations very 
quickly, completely forgot, or became and thereafter remained oblivious 
to, his very different earlier work, A Theory of the Moral Sentiments 
— ^which indeed was not nearly so great or important but which, I 
think, had and still has much interest and value. This almost universal 
neglect of Smith*s other main work has entailed the loss or lack by his 
successors and the general public, of the benefit of an essential part of 
his total system of thought, a part which is not only interesting and 
valuable in itself, but is also in need of study by all who wish fully to 
understand the point of view — the economic liberalism — of the 
Wealth of Nations, Hence I shall take up, in the second in this series 
of three chapters, Adam Smithes Theory of the Moral Sentiments or 
theory of the "natural** basis of ethics and of free societies; and even 
the discussion of that will be preceded (within the same chapter) by a 
brief look at still another of Smith*s writings — the first of his three very 
early, "juvenile** (as he himself came to call them) "philosophical es- 
says.** This essay deals with the history of astronomy and will give us, I 
think, a glimpse of Smith*s philosophy of science and of "nature,** 
which can be illuminating in the study of his two great books. But first 
of all, in the present chapter, I intend to survey the previous develop- 
ment, down to the entry upon the stage of Adam Smith himself, of the 
"line** of thought in psychology-and-ethics which found its culminat- 
ing development in his own Theory of the Moral Sentiments, 

THE 'sentimental^' MORALISTS 

The "line** or "school** of eighteenth-century British "moralists** to 
which Adam Smith belonged was known to contemporaries and to 
subsequent historians of ethical thought as "the sentimental school.** 
But that appellation was never meant as a jeering epithet; the word 
sentimental in this application was used not in the opprobrious sense, 
but solely or simply to indicate the fact that these "moralists** — i.e., 
"scientific** students of the origins, development, and substance of 
(sound) morality as a "natural** product of human experience and re- 
flection — conceived all morality as made up not of purely rational 
principles but rather of "sentiments,** i.e., joint products of human 
emotions and reason. In other words, the members of this school turned 
away from the age-old, main-traditional, and still in their times widely 
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prevalent, pure rationalism in ethical theory — the effort to deduce all 
valid moral laws or principles from a few selhevident axioms; they 
sought instead to develop their own peculiar kind of ‘^empiricism'^ 
(?) in this field, i.e., an effort to find in the study of human emotional 
life and experience the basic data — value-feelings, if I may use this 
more modern expression — from which rational, ethical reflection could 
arrive at the ' naturak' moral laws, as inductive generalizations from ex- 
perience. 

As it was conceived and carried out by these writers this was to a 
great extent a new, original approach to ethics and, I think, a very 
interesting and significant, largely or at least partly sound one, involving 
and leading to important insights. But the problems involved are ex- 
tremely difficult, and the total structures of thought produced by these 
thinkers, though full of good insights, were also full of illusions and/or 
at best doubtful speculations, and left much to be desired. In the sub- 
sequent development of modern thought, the eighteenth-century cli- 
mate of opinion within which the distinctive outlook of this 
'sentimental schook^ could arise and flourish, has been succeeded by a 
growing number of changing, separating, and diverging, rival climates 
of opinion in different quarters; and none of them has fostered or al- 
lowed any widespread, continuing, advancing work on the same lines 
— or lines nearly the same, with the needed corrections or improvements 
— which might have continued and improved and added to the insights 
achieved by that sentimental school. It is difficult for most modern 
minds to understand and appraise the writings of these moralists alto- 
gether fairly; but I think there is still much of great interest and value 
which can be learned from them. 

SHAFTESBURY 

The founder of this "school,'' or earliest figure in this line of think- 
ers, was the Lord Shaftesbury who flourished in the late seventeenth 
and early eighteenth centuries — the third Earl of Shaftesbury, by name 
Anthony Ashley Cooper. This noble gentleman was a somewhat dilet- 
tantish dabbler in various sciences and fine arts and in all philosophy 
and humanistic studies; but he was also an able and important thinker 
who exerted much influence on many of the later, leading figures of the 
eighteenth-century Enlightenment. In particular he may have influ- 
enced Rousseau a good deal and in any case certainly anticipated or 
preceded Rousseau in asserting the native "natural goodness" of man- 
kind, and attributing this more to 'good, natural" emotional disposi- 
tions than to "reason," and regarding mankind as all too easily corrupted 
by misuse of the latter on the higher levels of its cultivation and achieve- 
ments. In defending his optimistic view of the innate and potential 
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qualities — high moral capacities — of human nature, he fought a two- 
front war against the two great seventeenth-century English bodies of 
deeply pessimistic doctrine on this question — Puritanism and ''Hob- 
bism/' The gloomy Calvinists, and the gloomy materialist Hobbes, alike 
aroused his ire as false ^^efamers of our human nature/^ ^ 

In the sphere of religious thought. Lord Shaftesbury was a leading 
Deist, one of the first and principal members of the small group of 
Deists, in the true, strict sense of the word, who rejected Christianity 
in all its official or churchly forms entirely, and all its ideas of a strictly 
supernatural realm, miracles and mysteries, the special Christian Reve- 
lation of religious and moral truths beyond those ‘^evidenP^ to the 
'natural reason'^ of mankind, and original sin and supernatural salva- 
tion; but believed, on grounds held to be within the reach of everyday 
experience and reason, in a wise and benevolent God or Supreme 
Being, the original "Designer ' of all nature and (or including) human 
nature. But the Deism of Shaftesbury, while it divided him sharply 
from the Puritans and all such groups of fervent, orthodox Christians, 
did not seriously divide him from Christians of the "liberal, enlight- 
ened^' type which became the most common in the eighteenth century. 
As we shall see in a moment, it did not at all concern or trouble his mid- 
eighteenth-century Presbyterian disciple Francis Hutcheson, who 
taught Adam Smith and was the link between Lord Shaftesbury and 
the latter. The important elements of Shaftesbury's thought, expressed 
in his discursive essays on Men, Manners, Opinions, and Times, 
came on the whole rather more from secular or nonreligious and phil- 
osophical sources than from any strictly religious or theological sources. 

One chief source was the philosophy of Locke, who was to Shaftes- 
bury an elder, personal friend and the tutor of his childhood. And it was 
in part — though another partial source will be mentioned in a moment 
— from Locke's idea of "the internal sense, or power of reflection" in 
the human mind, that Shaftesbury developed his own, not entirely 
similar, idea of "the moral sense"; the central faculty within every per- 
son, through or with which he can continually "observe," and instinc- 
tively or intuitively judge and regulate, his "passions" or "affections" 
and therefore his conduct. As is well known, Locke had thought of 
"the internal sense" rather as the mind's power of introspective "ob- 
servation" of its own current thoughts or ideas and the logical relations 
among them; and hence as also the source, or architect, of all purely 
rational or logical (i.e., not also, in the ordinary sense, empirical) sci- 
ence, e.g., pure mathematics, and perhaps also ethics conceived likewise 
as a purely general or formal science, arranging and reciprocally adjust- 

^ To check this and everything said in this chapter about Shaftesbury's views, 
see his Characteristics of Men, Manners, Ofinions and Times, 6th ed., 1737, 
vol. II, Inquiry Concerning Virtue and Merit, 
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ing and relating all ethical ideas and propositions into a self-consistent, 
logical system,^ But Shaftesbury changed Locke's ''internal" into his 
own "moral" sense, so to speak, by or through a shift of emphasis which 
made this faculty as he conceived it the "observer" (and judge) mainly 
not of the intellectual but rather of the emotional or affective part or 
side of one's current stream of consciousness, i.e., the current states or 
characters, changes, and relations of all the included feelings or emo- 
tions, desires and aversions, etc. In other words, the emphasis was 
shifted to this other aspect of man's (every person's) continuous, in- 
voluntary self-awareness and self-criticism; to one's awareness at each 
moment, not of what he is thinking but of the feelings he is "having" — 
and the feeling, present within this awareness, of approval or disap- 
proval of those (other) feelings which are its objects, and of one's self 
for "having" them. Of course, this notion also is a special or modified 
description of what in Christian (?) thought is called one's "con- 
science"; but our attention here must be upon the special, exact nuances 
of Shaftesbury's particular conception of a sixth or internal "sense" or 
receptor of primary, immediate, direct experiences or perceptions — 
perceptions, in this case, of one's current emotional states, and their 
ethically "beautiful" or *'ugly" characters. 

Those last words, however, indicate a feature of the conception and 
of Shaftesbury's thought which must be traced not to Locke but to 
other sources. This writer and, after him, Hutcheson and Adam Smith 
(when thinking and writing about matters in this universe of dis- 
course) had marked tendencies to associate ethics with aesthetics, or 
(often) consider these two subjects together, and as somewhat similar 
and related. In Shaftesbury's case his own artistic interests no doubt 
contributed to this; but in further explanation of the genesis and mean- 
ing of his whole conception of "the moral sense," so central in his 
psychology-and-ethics, I must refer to — besides Locke's "internal sense" 
— another, different ancestor of that conception. This was the notion 
which had been developed by Henry More, one of the Cambridge 
Platonists and a friend of Sir Isaac Newton, of what he (More) called 
"the boniform faculty" — aesthetic-ethical "sense" of "good form"(!). 
The reader must forgive or indulge, at this point, the necessary brief 
digression on or about the Cambridge Platonists and Henry More as 
one of them. 

The Cambridge Platonists were a famous group of late-seventeenth- 
century English scholars, thinkers, writers, and preachers — Anglican 

®For Lockers idea of ^Veflection” or the ‘‘internal sense,'* see his Essay Con- 
cerning Human Understanding, any edition, hook 2, chap, i, sec. 4; and for his 
discussion of the nature of mathematics, and the possibility of making ethics a 
demonstrative science like mathematics, see the same work, book 4, chap. 3, sec. 
18-20; book 4, chap. 4, sec. 6-9. 
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divines and dons at Cambridge University — ^who were first brought up 
as Puritans but then revolted intellectually from or against strict Cal- 
vinism, and became exponents of an interesting type of liberal, ‘'broad'' 
or “latitudinarian" Christian religious, philosophical, and ethical 
thought.^ They indeed owed much, intellectually, to Platonism and to 
other, modern (post-Renaissance) philosophies; and contributed much, 
I believe, to an important and pervasive feature of the later, common 
eighteenth-century outlook, i.e., to its cheerful faith in the strong at- 
tractions of all beauty and goodness for the rational-and-emotional 
"nature" of mankind. It is likely, I think, that a widespread revulsion 
and overreaction against Calvinism's exaggeration of the general Chris- 
tian doctrine of "original sin" into its own extreme doctrine of the 
"total depravity" of mankind apart from God's supernatural grace, did 
much to produce the swing to that opposite extreme view which became 
a foundation stone of eighteenth-century liberalism, i.e., a belief in the 
predominant and perhaps potentially perfect "goodness" of the "natural" 
dispositions of mankind. At all events the Cambridge Platonists in 
their reaction away from Puritanical distrust of the senses, all sense- 
pleasures, and all human emotions, and distrust of any free use of 
"reason" in dealing with religious and moral problems, went all the 
way to the other pole. They held that in their essentials truly Christian 
faith and morality are identical with the purely "natural" religion and 
morality which all human beings tend to be led to embrace spon- 
taneously, simply by the joint activity of their powers of reason and all 
their finest "natural" human feelings and desires or aspirations. 

On the epistemological question of how men are led to the true 
religious and moral insights as a part of their knowledge, the "Pla- 
tonists" as a group were in formal disagreement with Locke; believing 
in the doctrine, which he attacked, of "innate ideas" or intuitive-ra- 
tional, "self-evident," a priori knowledge of "first principles," and re- 
jecting his doctrine that the primary sources of all true knowledge lie 
exclusively in "experience," i.e., in sense-perceptions. But there were 
bridges from both sides over the apparent gap between the two posi- 
tions; Locke's own belief in "the internal sense, or power of reflection," 
did much of the work, in his system, which the belief in "innate 
ideas" was made to do in other philosophies, including that of these 
"Platonists"; and the latter could stress, along with or instead of in- 
tuitive-rational insights, intuitive feelings that could be included, with 

®For a brief discussion of this group's philosophy, see James Seth, English 
Philoso'phers and Schools of Philosofky (London: J. M. Dent & Sons Ltd., 1912). 
For a full discussion, see John Tulloch, Rational Theology and Christian Philoso- 
phy in England in the Seventeenth Century, 2 vols. (Edinburgh and London: 
1872); vol. 2 is devoted to the Cambridge Platonists. As to the influence of the 
group on Shaftesbury, see Sir Leslie Stephen, History of English Thought in the 
Eighteenth Century, 3d ed. (London: Smith, Elder, and Co., 1902), vol. 2, p. 23. 



a little stretching of this, in the Lockeian concept of ^^experience/’ And 
among the 'Tlatonists/' Henry More in particular appears to have gone 
far in the latter direction, transferring emphasis from the role of in- 
tuitive 'reason’’ to that of intuitive aesthetic and ethical "feelings” con- 
sidered as ingredients in "experience.” More held such feelings to be 
the sources of man’s potential, "natural” knowledge of and delight in 
the realm of all real, objective values and the possibilities of ideal har- 
mony as the goals of all the fine arts and — the supreme one among them 
— the ethical art of living the good life. And he conceived man’s, or 
human nature’s, quasi-instinctive discernment and love of (both actual 
and potential) harmonious forms or patterns, as a special human 
"faculty” which he called "the boniform faculty.” 

Then also, More’s theory of the work or functioning of this "faculty” 
included a further point, which had significance for Shaftesbury also, 
and reflected More’s friendship and intellectual intercourse with New- 
ton, the great physicist. To Newton — himself a religious man and 
philosopher as well as a scientist — and to nearly all thinkers in that 
epoch, the Newtonian system of the physical universe seemed a reve- 
lation of a beautiful and marvelous, self-maintaining, harmonious order 
of physical laws and processes, confirming faith in the wise and ad- 
mirable artistry of God, the "Designer” of all nature. And to More, 
who shared that appreciation and interpretation of Newtonian physics, 
his own "discovery” of man’s "boniform faculty” seemed part of an 
extension of the Newtonian vision, so to speak, into the sphere of 
human life and affairs. God had designed human nature also and en- 
dowed all men with a specific, innate ability and desire to envision, 
love, seek, and achieve harmony in their lives and societies. All this, 
then, entered also into Shaftesbury’s doctrine of man’s "moral sense” — 
a concept evolved, in the way just described, both from Locke’s "internal 
sense” and from Henry More’s "boniform faculty.” 

Shaftesbury’s complete view, however, of psychology-and-ethics in- 
cluded more than just his theory of the character and runction of the 
"moral sense.” In addition to describing this "faculty” as everyman’s 
internal observer and judge of his own "passions” or "affections,” he 
went on to describe the latter — all human emotions — as of three kinds. 
In one category, he placed all "self-regarding” or self-centered feelings, 
desires, and ambitions, summed up as or in "self-love” and "self-interest,” 
and regarded (by Shaftesbury) as ethically neutral, i.e., neither virtuous 
nor vicious, but — if held within the proper bounds or limits and un- 
mixed with any hostilities toward others — entirely, ethically acceptable; 
harmless (even useful to society) and blameless. But then he set over 
against this, and stressed especially, his second category of "natural 
affections” — unselfish, altruistic, or benevolent feelings and desires to 
benefit, serve, or aid one’s fellow men; and applied the adjective "natu- 
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raF' especially to these benevolent emotions, to emphasize his view that 
they are fully as ^‘innate^^ in everyman's ^nature’' as the ''self-affections^^ 
involved in "self-interest,'' and are independent of and coordinate with 
them, and "naturally" quite equal to them in number or abundance, 
strength or intensity, etc. And finally, he recognized as all too fre- 
quently present in men as they were and had been in all existing and 
historic societies, emotions of a third, vicious kind — malevolent or 
malignant feelings of pleasure in hurting or harming others; but he 
called these "un-natural," insisting that they represented not anything 
inherent in human nature but only some externally caused, partial, 
and remediable distortions or perversions of that, due to the influences 
upon men of bad environments or social conditions, historically created 
and continued through ages of prevailing ignorance and errors, super- 
stitions, etc., which had produced and supported institutions, customs, 
and conditions unsuited to human nature and divergent from those 
required for its healthy development. 

That last contention of Shaftesbury's, obviously, was an early asser- 
tion of two important, related, optimistic assumptions of the liberal 
Enlightenment: its complete denial of "original sin," or confident be- 
lief in the original and recoverable "natural goodness" of mankind; and 
its "environmentalism," explaining all unethical impulses and behavior 
as results of bad social conditions, and supporting a full faith in the 
power of "enlightened" social reform to cure all evils. But in order not 
to misinterpret all this we must bear in mind along with it Shaftes- 
bury's — and the entire Enlightenment's — view assigning a large, legit- 
imate place and role in all human life and affairs to everyman's human- 
natural "self-interest." In the total historic change from the traditional 
Christian outlook to that of the Enlightenment, the quiet abandonment 
of the radical and unworldly Christian ideal of absolute unselfishness 
or self-forgetting, all-absorbing "love" for all fellow men was fully as 
important as, and profoundly modified the meaning of, the explicit 
change from belief in the "natural sinfulness" of men to belief in their 
"natural goodness." For as it involved the former, the latter change was 
only in a small part a (slight) alteration of the old view of the facts; 
in a greater part it was rather a change of standards and revaluation of 
almost agreed-on facts, leading to acceptance of much of the "selfish" 
motivation and behavior which had been regarded as "sinful" as ethi- 
cally quite all right and entirely consistent with "natural goodness." 

Thus the "optimism" in the new outlook was less extreme than we 
might suppose, being combined with and modified by a good deal of 
"realism." And the extent of all that was held to be due only to past, 
ignorant mistakes in society-building and the malign influence (on 
individual conduct) of bad social environments, and to be curable 
through social reform, was limited by the acceptance of a large role of 
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' self-interesf’ in affecting tlie teliavior of all individuals severally, as 
universally and permanently inevitable and not deplorable at all, in- 
herent in human nature, and capable of playing a useful, necessary, 
and acceptable part in the building and the working of adequately good 
societies. It is only, then, in the beliefs that in everyman s nature as it 
can develop under the right, appropriate social conditions there will 
be (i) entire absence of malevolent feelings or impulses toward his 
fellows, and (2) adequate presence of benevolent feelings or impulses 
serving to supplement and to counterbalance, moderate, or limit his 
* self-interest^' to the extent required to make him a good member of a 
good society — it is only in these two beliefs that we may see the measure 
of the certainly questionable, and probably excessive, idealistic optimism 
in the outlook of Lord Shaftesbury. 

In Shaftesbury's theory as a whole, then, the "'moral sense" had these 
functions in the on-going life-experience of each individual: (i) in 
existing, imperfect societies and men, to cause or enable each man to 
notice as they arise within him, and dislike, and if possible suppress, 
his malevolent feelings toward others, i.e., not allow them to affect his 
conduct; and (2) in all possible societies and men, to cause or enable 
each man to "sense" and maintain the appropriate "balance" or equilib- 
rium between and among his "self-affections" and his "benevolent, 
natural affections" — or all his self-favoring and all his others-favoring 
desires or motives, The central doctrine was that the special feelings 
about ones (other) feelings, involuntarily experienced through the 
"moral sense," are feelings of the repulsive "ugliness" of all malevolent 
feelings, and the attractive "beauty" of all benevolent feelings, and the 
neutral but innocent, acceptable qualities of all self-centered feelings 
and desires when these are untainted with hostilities to others and 
sufficiently moderate and so directed as to be consistent or compatible 
with adequate good will toward others. Man's ethical task, then, is to 
allow only those of his feelings (and resulting impulses) which please 
or do not displease his "moral sense," to affect his actions; and to keep 
in the over-all "balance" of relative intensities most satisfactory to his 
"moral sense," all the feelings-and-impulses it does not repudiate, as 
joint determinants of his behavior-pattern. Among his final conclusions 
Shaftesbury stressed above all this idea of the proper "balance of the 
passions"; and declared that if all men would sufficiently attend to and 
maintain this "balance" in their souls and lives, then "the balance of 
trade in commerce, and the balance of power in politics, of which we 
hear so much, would take care of themselves."(!) 
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MANDEVILLE 


We have next to notice the contrasting ideas of a writer who was 
not in the sentimental school of Shaftesbury's followers but who, as a 
critic of Shaftesbury's thought, may have influenced the views of his 
(the latter's) later followers and especially those of Adam Smith, on 
some points, considerably; and who, in any case, presented views some 
attention to which will help us, later, in the study of theirs. This was 
Bernard Mandeville, author of the famous or notorious pamphlet in 
doggerel verse entitled A Fahle of the Bees, or Private Vices, Public 
Benefits; which embodied a satirical attack upon Lord Shaftesbury and 
his views, and a reassertion of the ‘^cynical" views that he had opposed, 
viz., Hobbesian (?) or Puritanical (?) and mercantilistic views about 
human nature and the state and the economy. 

At the basis of the '^argument" of this ‘^fable," in support of the para- 
dox expressed in its subtitle — that ^private vices" are indispensable 
sources of ^public benefits" in all human societies — lay the extreme 
ascetic definitions of 'virtue" and "vice" that were presupposed. Ac- 
cording to this underlying view, all self-indulgences in satisfactions of 
one's bodily appetites and worldly ambitions, beyond acquisition and 
use of what is necessary for just staying alive, are by definition "vices"; 
and the only virtuous or nonvicious motivation and conduct is that of 
the ascetic saint who embraces poverty and the lowest or no social status, 
shuns all worldly enterprise and competition, and seeks only the salva- 
tion of his soul. Obviously then, if the conduct of all men conformed 
to this ideal there would be no adequate markets for the economic out- 
put of a growing, fully employed, busy population, and no growth of 
wealth, refinement, and civilization. 

Societies can have these "public benefits" only if and because the 
statesmen who rule them cleverly bring into and maintain in existence 
laws and customs which stimulate in all men in the right degrees, and 
regulate, and direct into socially useful channels, the wants and ambi- 
tions which are — from the moral standpoint assumed — "private vices." 
Attractive rewards and deterrent penalties must be so contrived, ad- 
justed, and applied as to induce the members of all classes to behave, 
steadily, in the moderately "vicious" ways that are socially expedient. 
The working people, of the lower classes, must be made and kept ambi- 
tious for better incomes but obedient, industrious, sober, etc., mainly 
by threats and fears of punishment for nonconformity with these stand- 
ards — discharge from their jobs and unemployment if they do not 
satisfy their employers, and fines, jail sentences, or worse if they break 
public laws or ordinances. But gentlemen, of the upper classes, generally 
can be induced to serve the public well through "flattery," with all the 
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praises and rewards that can elicit, feed, and utilize their main ' Vice,'^ 
their 'Vanity^' or thirst for the self-esteem that rises with and depends 
upon the public esteem one knows he is held in. 

And of that last point, Lord Shaftesbury was held up as a shining 
example; he had been so well flattered, by general praise as a public 
benefactor, that he had come to regard himself as a very good man; and 
then, generously generalizing from himself to all other men, he had 
attributed to human nature the fine balance of (not too) self-indulgent 
and (amply) benevolent dispositions, and the fine moral sense directing 
an unfailing maintenance of this balance, which he found in himself 
but did not realize that society and the state had created there through 
the art of '^flattery 

Now it should be clear that Mandeville^s entire position, although 
presented thus with ridicule of Shaftesbury ^s and as in direct, full op- 
position to the latter, really differed not completely but only on some 
points from the latter. What gave to Mandeville's thesis the form of the 
piquant paradox, that 'private vices'^ can and must be made the sources 
of essential "public benefits,^' was his simultaneous acceptance of two 
mutually inconsistent ethical standards: the ascetic standard involved 
in stigmatizing all expansive economic wants and ambitions — however 
harmless and useful to society — as "vices^) and the contrary, worldly, 
"social utility'' standard involved in approving as desirable and indeed 
essential, the "public benefits" shown to be attainable by societies only 
as results of sufficient prevalence and intensity in their members, and 
appropriate control, channeling, and utilization by the societies, of pre- 
cisely those so-called "vicious," human-natural motive forces.^ But the 
ascetic standard had no place or recognition whatever in the thought of 
Shaftesbury or in that of his successors — of all or any members of the 
sentimental school. Theirs was throughout a self-consistent, "worldly" 
ethic, viewing with no disapproval but entire approval the private mo- 
tives comprised in "economic self-interest" and called "vices" by Mande- 
ville, as well as the "public benefits" which they like Mandeville saw as 
connected with and dependent on those motives. Thus far then, their 
position differed from his not as to facts but only in adding to the same 
conception of these facts a partly different because self-consistent set of 
value-judgments. 

In another part, however, of the common total field of inquiry, there 
was disagreement as to facts (about human nature); i.e., Shaftesbury 
asserted, and Mandeville denied, the existence in men generally of 
"natural benevolent" dispositions and an innate "moral sense" which, 
along with and as concomitants and modifiers of their "selfish, worldly" 

*To check my interpretation, and for its own interest, the reader should get 
from a good library and read — it is not very long — The Fable of the Bees, 3d ed. 
(London: 1724). 
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wants and ambitions, could further help a great deal to make their 
^ naturak’ spontaneous conduct generally beneficial to their fellows and 
society. And this difference of views entailed another one. Mandeville, 
like Hobbes before him, assumed that the ''naturak' man is completely 
selfish, i.e,, that his selfish, worldly wants and ambitions are his only 
motives. Therefore, he concluded logically, again as Hobbes had done, 
that all the work of creating and maintaining social cooperation, or a 
harmony of men’s private with their common or public interests, or a 
general ''harnessing’' of the former into service to the latter, is work that 
must be done by the state and the arts of statesmen, through an "artifi- 
cial” system of social pressures upon and bribes held out to the basically 
and "naturally” un- and antisocial, or in that sense, immoral individuals. 
In considerable contrast with that view, Shaftesbury and his successors 
held — but developed, among them, different theories of this matter — 
that there is inherent in human nature a "natural” source of a socially 
useful and adequate "natural” morality which, as a set of spontaneous 
attitudes in the people, can both support the state in performing its 
proper, important, but limited role or functions, and, apart from its 
work, engender directly among the people much spontaneous coopera- 
tion and reciprocal adjustment. Yet we shall have new occasions, in 
discussing the new schemes of thought of Shaftesbury’s successors, and 
especially in discussing Adam Smith’s scheme, to compare them not 
only with Shaftesbury’s but also with Mandeville’s theory of the psy- 
chological and social factors and processes involved in harmonizing the 
motives and actions of individuals with society’s proper and inevitable 
requirements, 

HUTCHESON 

Francis Hutcheson, who in the generation between Shaftesbury and 
Adam Smith was the former’s most important avowed disciple (though 
more original than that word suggests) and the latter’s admired and 
beloved teacher, was an outstanding, mid-eighteenth-century leader in 
the lively and important Scottish part of the Enlightenment, and a very 
attractive, engaging figure. Originally an Ulsterman or Scot from North- 
ern Ireland, he was of course a Presbyterian, and, in his way, a devout 
Christian, but as to the character of his faith and theology, comparable 
only with the most "liberal” or "modernist” — nonorthodox, perhaps 
Unitarian — Christians of today. Apparently, he saw no significant dif- 
ference between his own religious outlook and Shaftesbury’s Deism. 
Not a clergyman but only a layman in his church, and not a professional 
(Christian) theologian, he was a "polymath” or wide-ranging, learned, 
and brilliant scholar-classicist, humanist, and moral philosopher or 
student of all the social-and-moral "sciences” of his time — and no doubt 
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had also, as men of his kind then generally had, a respectable though 
nonprofessional knowledge and understanding of physical science. 

Though he came from Northern Ireland, he spent most of his mature 
life and had his main career in Scotland, at the University of Glasgow. 
At the head of the University for a time, he carried out a sweeping 
reformation of the instruction in all studies and modernized the entire 
curriculum; he threw out the mediaeval Scholastic Latin textbooks 
which had remained in use until his time, and replaced them with up- 
to-date English books. Subsequently, beyond his time in that adminis- 
trative of&ce, he held the professorship which Adam Smith was to hold 
after him — of 'natural religion, ethics, and civil policy.^' Smith as an 
undergraduate was a pupil in his class, became a personal friend, and 
later always referred to him as "the admirable and never to be forgotten 
Hutcheson.^' In his major, large, comprehensive treatise on "the princi- 
ples of moral philosophy'^ (virtually all social-and-moral "science"), 
and no doubt in the course of lectures Smith attended, Hutcheson dealt 
with, among other subjects, extensive parts of economics — theory of 
value and prices, etc. But I shall describe and discuss here only, as alone 
commandingly important for our purpose, the general argument of his 
small book with a very significant, long title; An Inquiry into the Origi- 
nal of Our Ideas of Beauty and Virtue/^ 

That title reflects both Hutcheson's adherence to, and a problem 
presented to his mind by, Locke's epistemology. According to Locke's 
theory, all knowledge is made up of ideas developed from and supported 
by sense-perceptions; but the latter themselves are only mental images 
or "copies" of their objects and sources or "originals" in the external 
world. Now it may be easy to locate or specify the "originals," in that 
sense, of all those ordinary sense-perceptions which are the data of — as 
we might say now — all the purely descriptive or not (also) evaluative 
and normative or prescriptive "sciences." But what objective items or 
configurations, existing in "the external world," i.e,, not only in the 
observers' minds, can be the "originals," in the same sense, of those 
special perceptions, impressions, feelings, or experiences which, in turn, 
engender and support "our ideas of beauty and virtue," i.e., the (ob- 
jectively valid) ideas of aesthetic and ethical values required in the 
"sciences" of aesthetics and ethics? This little book of Hutcheson's, then, 
was his effort to answer that question or solve that problem and thus to 
establish the true foundations of aesthetics and ethics. 

His solution involved the contention that man's outfit of "senses" 
includes, in addition to the familiar five (sight, hearing, etc.), both an 
aesthetic sense or sense of beauty and a (further and different) moral 
sense or sense of virtue. But his careful definitions of these concepts 

Francis Hutcheson, An Inquiry into the Original of Our Ideas of Beauty and 
Virtue (London: 1725). 
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made them mean, in his usage, nothing mysterious or objectionable, and 
perhaps ^nothing much/^ He began by insisting on a sharp distinction 
between every ^^sense’^ as a mental ^^capacity,^^ and the bodily sense 
organ which serves it merely as a tool or roadway in from the external 
world. Each ''sense,’' by his definition, is "a capacity of the mind to 
experience sensations” of a certain kind or character, when affected 
through the sense organ(s) and nervous system by the appropriate ex- 
ternal stimuli. Given this separation of ‘senses from their organs, there 
can be more senses than organs; the extra senses can be served by the 
same bodily organs which serve the others, Man’s aesthetic sense, then, 
is his mind’s capacity to experience — to perceive and enjoy — the beau- 
ties of all those objects or configurations produced by nature or by 
human arts, which are beautiful, i.e., which do engender this kind of 
experience. Thus the question, what are the objective "originals” of 
human subjective experiences and ideas of beauty becomes this ques- 
tion: what characteristics in object-sources of human sense-perceptions 
are the necessary and sufficient conditions of their being perceived and 
enjoyed as beautiful? And Hutcheson’s answer — the core of his simple, 
classical, aesthetic theory — was his phrase, "uniformity amidst variety.” 
Whatever has both a pleasing orderly shape or form — symmetry — and 
enough variety or richness of different aspects to be not oversimple and 
dull or monotonous but interesting, appeals to the human aesthetic sense 
as being beautiful. He then developed this theme somewhat, with illus- 
trations in such fields as sculpture, architecture, and music. 

The part of this little book concerned with aesthetics — a prelude 
only to the part on ethics — concludes with a foray out from and beyond 
aesthetics, into the psychology and philosophy of (natural) science 
as a human activity, and the philosophy of nature as the field explored 
by science, and "natural theology.” It is both a bridge to his theory of 
ethics and a forerunner of Adam Smith’s similar discussion of these 
topics in his essay on the history of astronomy, which we shall take up 
later. 

Here Hutcheson argues as follows. It is man’s aesthetic sense and 
love of aesthetic experience — delight in discovering and exploring "uni- 
formity amidst variety” — together with the fact that all nature is full 
of precisely that combination, which leads and has led to the develop- 
ment of all natural science, i.e., "pure” science, pursued for its own 
sake — for the sake of the intellectual (aesthetic) pleasure of discovering 
new uniformities or laws in the endless variety of natural phenomena. 
And this in turn leads to the endless output of useful by-products — the 
achievements of applied science or technology — ^which generally are 
not foreseen or aimed at by the pure scientists who make the basic dis- 
coveries which lead to them, but which never could be achieved, 
through purely practical effort and intelligence, by the inventors who 
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do aim at them, without the aid of those prior discoveries. Here, then — 
the inevitable, final conclusion for this religious and typical eighteenth- 
century mind! — is another proof of the wisdom and benevolence of 
God, the Author of all nature and of human nature; He has made na- 
ture a system pervaded by 'uniformity amidst variety'" and endowed 
human nature with an aesthetic sense for which exploration of that is 
delightful; and has thus ensured the production and enjoyment by man- 
kind of both progressive pure science and its not humanly foreseen or 
intended but useful and welcome by-products in the other, dependent 
sphere of progressive technology. 

Now the theory of ethics worked out in the second half of this same 
little book is linked by analogies with both the author's (basic, general) 
theory of aesthetics and that theory of the aesthetic aim and the un- 
foreseeable, utilitarian results of science. Let me first bring out the 
analogy with the latter. As man the scientist, lured on and guided in 
his studies by his aesthetic sense, contributes to knowledge of the order 
and harmony in the variety of nature, and thereby also contributes un- 
knowingly to later useful inventions and thus to the welfare and happi- 
ness of mankind; so also, man the (good) citizen, lured on and guided 
in all good conduct by his moral sense, contributes to creation and main- 
tenance of (moral) order and harmony in the variety of his own life 
and other lives and that of his entire society, and thereby also con- 
tributes, in the main unknowingly, to all the useful results of such 
order and harmony for the welfare and happiness of all concerned. 

In other words, the character of Hutcheson's theory of ethics — and 
as we shall see in the next chapter, also that of Adam Smith's different 
theory — involved a peculiar blend of one aspect (only) of utilitarianism 
with a different thesis, antithetical to and replacing the other aspect of 
that — an intuitionism. In one sense these authors accepted as the ul- 
timate criterion of goodness or ethical correctness in human conduct, 
the utilitarian (social utility) criterion — the view that good conduct 
is or means conduct as conducive as possible, through all its conse- 
quences, to the happiness of all (in any way affected) members of the 
society one lives in, and of all mankind. But they insisted that this 
cannot be men's daily working criterion, guiding them in all their 
moral decisions, because men cannot have or attain enough knowledge 
and foresight of all the consequences of all their possible actions, to 
be able to choose, deliberately, the actions best calculated to promote 
universal happiness. And at this point both authors fell back, in different 
ways, on faith in the "guiding hand" of Providence which, they held, 
had endowed or equipped human nature with certain other powers 
and propensities besides practical intelligence. These powers were 
"designed" to lead men to quasi-instinctive moral decisions and actions, 
only felt by the actors to be 'good" intrinsically, i.e., in a nonutilitarian 
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sense but in fact generally having, in the main beyond the horizons of 
their limited foresight, the right, favorable consequences for social 
order and harmony, and thus for universal human welfare and happi- 
ness. 

Hutcheson did not develop this part of the theory nearly so fully or 
clearly as did Adam Smith; he did not begin to equal Smith's later 
achievement by working out a comparably complete, definite, detailed, 
and systematic theory of the psychological and social factors and proc- 
esses which together make men's moral attitudes and actions and their 
consequences generally, though not intentionally, conducive to a uni- 
versal common good, the conditions of which men cannot know or 
understand completely enough to be able to fulfill them as well, de- 
liberately. Hutcheson's standpoint in fact was probably less far removed 
than was Adam Smith's from full-fledged utilitarianism. Since the non- 
utilitarian, intuitionist side of Hutcheson's thought was so much less 
explicit, it can too easily remain unnoticed and is not very easily grasped 
and explained. Thus in what is to be said next I may seem to be de- 
scribing a simple, fully utilitarian theory; but if that impression is 
conveyed it will be corrected later. 

The reader will recall that for Hutcheson the first task of the ethical 
inquiry is to find ''the original of the idea of virtue." As we saw, "the 
original of the idea of beauty" is every structure of order and harmony 
"amidst variety," which is present and perceived as such in any part of 
nature or work of art; it is this which always gives to any observer with 
a normal aesthetic sense the experience or feeling that he can express 
only by exclaiming, "That is beautiful!" The parallel question then is, 
what is it that, when present and perceived in any "piece" of human 
conduct and its motivation, is experienced or felt through the observer's 
or self-observer's moral sense as being morally admirable, good, or vir- 
tuous? Hutcheson's surprising, simple answer to this question is the 
single word, henevolence. With high enthusiasm on this point he fol- 
lows Shaftesbury, and even seems to go beyond or outdo Shaftesbury 
in stressing and exalting this human propensity. On the question of 
fact, he contends that men in general are not dominated entirely or 
mainly by "self-interest," but have it also in their natures to be spon- 
taneously, abundantly, and 'purely benevolent toward their fellows, 
endeavoring only to aid, serve, or benefit the latter, with no thought 
or hope of any resulting benefit or pleasure for themselves. And on the 
question of ethical value, he contends that only motivation and conduct 
of this kind strikes the moral sense as admirable and worthy to be called 
good or virtuous. 

An early commentator may have been right in suggesting that 
Hutcheson had been led to his extra emphasis on those contentions by 
or in his indignant reaction against Mandeville's, and the rather wide- 

43 



spread eighteenth-century, revival or continuation of the Hobbesian 
theory of man’s (every individual’s) total selfishness, and the fondness 
for ascribing all, even the most laudable, actions to open or secret selfish 
motives. But I think the deeper root, in any case, of Hutcheson’s stand 
upon these matters was his own ''sweetly” Christian character. He 
described the ideal or summit of virtue as the constant attitude of "uni- 
versal, calm benevolence” toward all mankind; and this I think was 
his way of describing "Christian love” for all mankind, in the different 
language of his "age of reason.” As he saw the matter, all men know in 
themselves at least sporadic, fluctuating feelings and impulses of pure 
benevolence toward other particular persons they are "fond of”; but it 
is the moral function of man’s "reason” to make those feelings constant, 
stable, and consistent, and to extend or generalize them into a universal 
and impartial principle or purpose of pure, complete good will toward 
all; and it is the function of his moral sense to make him feel the good- 
ness or attraction of that potential state of his mind and feelings, char- 
acter, and behavior, and thus to inspire his efforts to attain and maintain 
it. Yet our author insisted that in taking this line he was not implying 
that the good man is benevolent for the sake of the "selfish” pleasure 
of self-approval. He does or may have that pleasure as a by-product, but 
only on the condition of not seeking it; any conscious aim at self-grati- 
fication even in this sense would spoil the benevolence, the virtue, and 
the pleasure of the moral sense. Truly good or virtuous (praiseworthy) 
conduct must be 'purely benevolent, self-forgetting, or outgoing, and 
attentive only to the needs, desires, and welfare of others. 

Yet in spite of this stress on "benevolence” as the only virtuous (ad- 
mirable) motive in human conduct, Hutcheson after all followed 
Shaftesbury also in conceding a lar^e legitimate place and role to "self- 
interest.” Pursuit and enjoyment of satisfactions of one’s own ordinary 
wants and ambitions, if kept consistent and "in balance” with entire 
good will toward all other persons, can be a large legitimate part of 
life, not indeed deserving any moral credit but also not deserving any 
censure. In particular, Hutcheson explicitly rejected the ascetic princi- 
ple assumed by Mandeville and others, and insisted that pursuit and 
enjoyment of wealth, comfort, and even many (all innocent) luxuries 
could be entirely innocent, in no way improper, if always combined 
and harmonized with adequate, sincere, and active benevolence. Thus, 
although his special stress on benevolence tended to obscure this fact, 
he really agreed with Shaftesbury in conceiving an impartial "balance” 
of all the "self-affections” and "benevolent affections” as the (total 
complex) source or motivation of most fully morally acceptable conduct. 
Behind his special stress on benevolence, as alone virtuous, i.e., de- 
lightful to the moral sense and needing special emphasis and cultiva- 
tion to achieve and maintain it in sufficient vigor and purity, there 
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may have been a remnant of the Christian sense of human ^'sinfulness^^ 
or proneness to err (only) in the other direction of excessive '^selfish- 
ness a belief that men could maintain the "balance'' only through 
single-minded effort to be as benevolent as possible. 

In any event, however, this entire ethical theory as thus far described 
here may well seem not to differ at all from the theory that is known as 
utilitarianism. Surely, "universal, calm benevolence" can be translated, 
with no change of meaning, as the aim or purpose always to act in the 
ways that will have on the whole the best results for the happiness of 
mankind; and legitimate, intelligent self-interest must mean the aim, 
allowable when not in conflict with that higher aim, to act in one's 
private affairs in the ways that will have the best results for one's own 
happiness. The function of Hutcheson's moral sense seems to be only 
to approve, inspire or incite, and fortify the former, virtuous aim, and to 
accept the latter when consistent with it. Happiness of one's self and 
for others — universal happiness — seems to be the goal. 

From all I have said thus far it would seem that the moral sense fig- 
ures only as a regulator of the two aims or motives; it does not, as a 
substitute for or a supplement to practical intelligence, supply intuitive 
knowledge to guide choice of "good" actions, in the place of insufiicient 
ordinary knowledge as to which actions will have the best results for 
happiness. Moreover, it is true, as I have said, that Hutcheson did have 
much in common with utilitarianism. Not only did he in a way make 
universal happiness the moral goal, but he was one of the earliest pro- 
mulgators of the not too fortunate — the logically ambiguous and in 
other ways unsatisfactory — utilitarian formula, "the greatest happiness 
of the greatest number" of men, to more fully describe that goal. Yet 
he did also insist upon the valid point, which I think is fatal to the 
utility of utilitarianism as a guide for daily, personal conduct, viz., the 
point that it is far beyond human power to attain and apply all the 
predictive knowledge, of all the consequences of all possible actions, 
required for choice of those best calculated to maximize happiness in 
general. And I think the apparent discrepancy means not that he was 
inconsistent but that his theory involved another idea which must now 
be explained. 

Let us go back to the starting point — the analogy between the ex- 
periences and functions of the moral sense and the aesthetic sense. In 
the mental activities or functionings leading respectively to creation 
of beautiful works of arts, to new discoveries in pure science, and to all 
good human conduct, the most important part of the "knowledge" em- 
ployed is not of the nature of applied scientific or technical knowledge 
of the effects and efficacies of means to the ends being sought. The 
creative arts do indeed have their exacting techniques, and science has 
methods it must use correctly, and good conduct likewise depends partly 
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on all that is possible in the way of intelligent, informed choice of means 
to its ends. But the even more vital factor in all these cases is, rather, 
intuitive knowledge — the ''sense^* or feeling — of the harmonies to be 
created or embodied in the works of art, or looked for in nature, or 
created and/or sustained (by good conduct) in one’s own and other 
men’s lives and circumstances. Assuming that the meaning of this 
statement in the first two applications is clear, let me further explain 
the last, or ethical, application of it. 

In a sense the goal sought by the moral agent or good-man-acting is 
something like the all-around and continuing 'greatest happiness” — 
balanced, optimal, or fullest possible satisfaction of all the human- 
natural needs — of himself and others — of all the persons upon or for 
whose experiences in that respect his conduct may have important con- 
sequences. But as a process, his groping pursuit of the goal is generally 
(necessarily) far from being a purely rational maximizing of the 
summed results-for-happiness, of his actions, involving choice of his 
actions simply in the light of his (never adequate) predictive knowledge 
and "measurements” or estimates of the trains or patterns and sums of 
the results of alternative possible actions. Something of that kind may 
be in some degree possible and requisite, but as a rule one’s main re- 
liance must be upon intuitive knowledge — sense or feeling — of the 
kind or kinds of harmonious, over-all patterns for one’s life and other 
lives and their environments which, if achieved or realized and con- 
tinued therein, would be or "feel” most conducive on the whole to 
continuing, all-around fulfillment of all the human needs of all con- 
cerned. Hence it is less accurate or realistic to describe the proper, 
conscious, ethical aim as an aim at "maximizing happiness,” than to 
describe it as an aim toward realizing intuitive ethical visions of inter- 
nally and mutually harmonious lives — with "maximal happiness” for 
all resulting more as a by-product of those harmonies than as the goal 
initially, precisely conceived and deliberately sought. The art of proper 
conduct of human life is less a technical art or applied science of most 
efficient choice and use of means and steps to attain exactly specified 
ends, than a fine or creative art of realizing modes or styles of living so 
ordered as to be in "felt” harmony with the constellations of "felt” hu- 
man needs concerned. 

This view is my own, but it was, I think, also involved in or required 
as a part of Hutcheson’s theory of ethics, though not so distinctly ex- 
pressed by him. Now let me further apply and develop this view in the 
spheres of the legitimate self-interest and the virtuous benevolence con- 
templated in Hutcheson’s theory. Even in the sphere of good manage- 
ment of one’s own private economic affairs and resources, where in a 
sense the aim is to maximize the over-all and over-the-long-run satis- 
faction of one’s present and future economic wants, the kind of "in- 
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tuition^^ that I have been speaking of, of the appropriate ^ pattern^^ to 
be maintained, has its part to play, as an important supplement to all 
the possible and needed — but necessarily incomplete and insufficient 
— precise calculations. 

Keeping good accounts of one’s income, expenditures, and savings, 
budgeting, economizing, etc., are important; but the task of 'estimating” 
one’s current and future wants, and the satisfactions prospectively at- 
tainable through alternative uses of resources, cannot be entirely a 
matter of precise, detailed, predictive knowledge and comparative meas- 
urements. In a substantial part one has to rely on his vague intuitive 
sense or feeling of the kind of over-all pattern or "balance” that it prob- 
ably is wise on the whole to maintain. And in the sphere of "benevolent” 
concern for the welfare of others, it is still more largely true as a rule 
that one cannot sufficiently know, in detail, all their current and pro- 
spective needs and wants, and all the likely direct and indirect effects 
of one’s own alternative possible actions upon their satisfactions and 
frustrations, and thus be able to make fully informed and logical choices 
of the actions likely to result in the largest contributions to their happi- 
ness. In wise "benevolence,” practical intelligence and all the available, 
relevant, definite knowledge of course must be used as far as they will 
go; but the still more vital factor is intuitive, sensitive, or sympathetic 
response to the feelings manifested by the other persons as to what 
elements they most want and lack in the over-all patterns of their en- 
vironments and lives; and intuitive decision making as to which if any 
of those elements one can most properly, acceptably, and effectively 
help them to achieve, and how one’s help can best be rendered. 

Then as to the main part of what Hutcheson meant by ''universal 
benevolence” — the proper attitude and behavior of each individual, not 
toward the other "near” persons within his range of more or less inti- 
mate contacts, knowledge, and responsibilities, but toward all the dis- 
tant, unknown persons in the total mass of all mankind — I am sure 
that he meant only the kind of general good will signifying chiefly the 
desire that all men should have the essential forms and degrees of free- 
dom, opportunity, and security required to enable them to achieve for 
themselves — with the help, when needed, of their own "near” asso- 
ciates — proper satisfactions of their human needs. And I’m sure it is 
in line with the whole tenor of his thought to say that the main result 
in overt (public or citizens’) behavior is joint development and support, 
by common consent, of the class of social, political, and legal systems 
and public policies required to ensure the proper liberties, opportuni- 
ties, etc., to all men alike. Then, within such institutional frameworks 
— "natural” products of the native moral decency of mankind — and 
the moral "climate” of general and reciprocal good will among all, the 
legitimate "self-interest” of each individual would play the principal 
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remaining role in prompting and directing most of his ordinary, every- 
day behavior. The ^‘benevolence'^ of each individual, however, toward 
his “near" associates would so limit and modify his “self-interest" as to 
make its results (or the joint results) in his conduct never injurious but 
instead generally beneficial to them also; and his “universal benevo- 
lence" or general good will toward all the rest of mankind, would fur- 
ther restrain him from excessive partiality, not only to himself, but even 
to those “near" associates, as against all or any other men beyond his 
group. 

And finally, I think it is not “reading back" too much of Adam 
Smith's (more fully explicit) vision into his teacher's, to attribute to 
Hutcheson — who made contributions of his own to “liberal" economic 
theory — something of the special vision of the way in which, together 
with the moral and institutional controls already referred to here, a 
competitive economic society's “market mechanisms" can make the 
“self-interests" of its members unconscious but effective servants of 
the economic welfare of the entire society. 

In sum, then, Hutcheson's theory of the factors in human nature, 
experience, reflection, and motivation, operating to make men's actions 
“good," i.e,, conducive to their common, general welfare and happiness, 
was a complex theory which, although it assigned fairly important roles 
to “universal benevolence" and to “reason" and thus to deliberate and 
as far as possible informed and rational efforts by all good men severally, 
to act in line with the requirements of “the greatest happiness" of all 
men collectively; yet also assigned an even more important role, in 
helping to bring about the same end-result, to the intuitive, ethical, 
judgmental feelings of a human-natural “moral sense" which enables 
men to apprehend (sense or feel) and create or realize the “natural" 
moral order in their lives and societies, as their “aesthetic sense" enables 
them to create and appreciate aesthetically well-ordered works of fine 
art, and in pure science to grasp the pattern of the order in all nature. 
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CHAPTER 3 

Adam Smith’s Philosophy of Science 
and Theory of Social Psychology 
and Ethics 

smith's biography 

Adam Smith was a gentle, amiable, learned, meditative, shrewd, and 
wise philosopher and scholar who rose quiedy from rather simple and 
humble origins to his great achievements and well-earned fame. He was 
born and grew to young manhood in the small Scottish village of Kirk- 
aldy, near Glasgow; the only son of a soon-widowed mother of small 
means, he lived with her until her death, and never married. After 
being graduated from Glasgow University, where his forerunner, 
Hutcheson, was one of his teachers, he spent six years in independent 
study in the library at Oxford University. He reported in letters to his 
friends that the University was intellectually dead; and although there 
was little to be learned from his teachers and fellow students, he laid 
there the foundations of his own wide and deep learning or scholarship 
^^on his own.^' ^ Intellectual life in England as a whole was rather slug- 
gish in the eighteenth century; although the Enlightenment was largely 
a continuing growth from and beyond the very great activity and 
achievements of seventeenth-century English thought, it was going 
forward mainly in France (Paris) and Scotland (Edinburgh and Glas- 
gow) and various other European centers, much more than in Eng- 
land. 

Returning to Scotland from Oxford, Smith then had a year of em- 
ployment as tutor to a young duke, whom he took on the conventional 

^ My authority for this and all of the biographical information on Adam Smith 
herein presented is John Rae, The Life of Adam Smith (London: Macmillan & 
Co. Ltd., 1895). 
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tour of the Continent. While in Paris with h^ charge, Smith met 
Quesnay and several of the Physiocrats, as well ’as other French intel- 
lectuals. Still later, but before he became a professor at Glasgow, he 
resided briefly in Edinburgh, and there gave a course of lectures on 
literature Q?elles leitres^ and logic, rhetoric, and literary criticism. In 
this field he shared the tastes or agreed with the standards which pre- 
vailed in his century — agreeing, for example, with VoltaWs low opin- 
ion of Shakespeare and preference for the ^^classicak^ dramatic works of 
Racine and others. Probably it was at this time also that he wrote the 
'philosophical essays” of which I will speak further — essays which his 
executors found among his papers, and published after his death. 

Finally, in his maturity. Smith settled down in his professorship at 
Glasgow — in the chair, held before him by Hutcheson, of "natural 
theology, ethics, and civil policy” — and there eventually produced, 
along with his courses of lectures, his two great books. There was a 
period of years when he also held besides his professorship a public 
post that was something of a sinecure but acquired significance in his 
development as an economist — collector of the customs. But his lire 
centered almost wholly in Glasgow. There he made friends among, and 
probably acquired much of his extensive practical and realistic knowl- 
edge of business from, the businessmen of Glasgow; though, as we shall 
see, he was never a great admirer of businessmen in general. For the 
most part, his close friends were colleagues on the faculty at Glasgow; 
among these were James Watt, "mathematical instrument maker’' for 
the physics laboratory and "inventor of the steam engine,” and Hutton, 
the "founder” of the modern science of geology. 

Smith’s range of active intellectual interests and studies was always 
very — by present-day standards, quite incredibly — wide, embracing 
philosophy, extending in some degree into the physical and natural 
sciences, and ranging and probing most widely and deeply in the broad 
area of the social-and-moral studies — general and social psychology and 
ethics, jurisprudence, economics, and much of what now is called soci- 
ology, much of history, and most of the public policy problems con- 
fronting national states and governments. 

SMITH S PHILOSOPHY OF SCIENCE AND OF ^WtURE^' 

Our survey of Smith’s principal writings and ideas can best begin 
with the first in his group of three "philosophical essays,” which appar- 
ently were written at a time near the outset of his adult intellectual life 
and career.^ The titles of these three essays arc, respectively: (i) The 

^ See Adam Smith, Works, vol. V, Essays on Philosophical Subjects (London: 
1822); or any of the numerous separate editions of Adam Smith’s Philosophical 
Essays. 
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Princi'ples Which Lead and Direct Philoso'phical Inquiries, Illustrated 
hy the History of Astronomy; (2) The Ancient and the Modern Logic 
and Metaphysics; (3) The Ancient Physics, All three are very interest- 
ing, but it will be necessary and sufficient to confine our attention here 
to the history of astronomy. As its full title indicates, this essay — about 
a hundred pages in length — presents a philosophy of the nature and 
development of science in general and illustrates this from the history 
of astronomy. 

The first few pages present a theory of the aesthetic character and 
attraction and the psychological (emotional) motivation of all scientific 
intellectual work. Specifically, Smith’s theory of this matter speaks of 
a sequence of three different emotions — '^surprise, wonder, and admira- 
tion” — which succeed each other in that order in the mind of the ob- 
server and student of initially unfamiliar and unexpected natural 
phenomena, as he advances from ignorance to understanding of the 
relations which connect them with previously known and familiar parts 
of the system of all natural phenomena. 

In our common experience of the long familiar, ever-recurring events 
in nature, we learn to expect them to go on recurring in their uniform, 
familiar, temporal order, and in fact come to think of them as so linked 
together by causal connections that 'of course” they "must” recur in 
that order. But any "new,” i.e,, never previously observed, event, appear- 
ing unexpectedly in a vacant spot in the familiar sequence, is observed 
for the first time with a feeling of "surprise.” And this surprise at once 
leads to or arouses "wonder,” i.e., curiosity and speculation — an eager 
effort of the imagination to explain or account for the surprising event. 
Now here is the crux of Smith’s theory of how science develops: this 
effort, he says, takes the form of imagining a set of possible "connecting 
links,” i.e., still other, never yet observed, intervening events or trains 
of them such that, if they can be verified as actually occurring in the 
intervals just before and after the event to be explained, and "connect- 
ing” it with the last preceding and first succeeding parts of the long 
familiar sequence, then the entire sequence including the entire newly 
discovered part within it will he felt to he understood as coherent and 
"natural.” 

Note that this theory says (i) that all scientific hypotheses originate 
as works or products of the creative human imagination; (2) that they 
are about — are imaginative or conceptual visions of — "connecting 
links” which make events that otherwise would seem detached or iso- 
lated seem to be included in, and connected with, the rest of the coher- 
ent, patterned process of nature; and (3) that to gain acceptance, such 
hypotheses not only must be verified or be successful in that sense hut 
also must be subjectively satisfying to the human mind. When they 
have been formed, developed (had their implications worked out or 



made explicit), and successfully verified, satisfactory hypotheses of 
this kind end the first feelings of ‘'surprise'^ and the subsequent 'won- 
derings'’ which led to them, and restore and enhance the feeling of 
understanding and "admiration" of the order of nature, by showing that 
and how that order includes the newly discovered events and relations 
as a part coherent with the parts previously known and familiar. 

A good many other points are made in this essay and I will in a mo- 
ment continue this account of it; but I pause to note how the essay’s 
opening and main thesis, already described here, illuminates the nature 
of Smith’s two later great works in social science. He conceived all nat- 
ural science as working to form, develop, and verify theories of "con- 
necting links,’’ joining events that seem isolated to nonscientific obser- 
vation together into a coherent, ordered system of all events, all mutu- 
ally connected; and his own later works endeavored to do the same thing 
in social science — to form, elaborate, and confirm theories of the "con- 
necting links’* among the seemingly separate mental and emotional 
lives and behavior-patterns of the different individual members of a 
human society, which in fact "link" them all together as connected 
parts of coherent, orderly, or systematic social processes. 

As we shall see later, his Theory of the Moral Sentiments endeavors 
to show that one set of "connecting links" among the men in a society, 
i.e., their mutual "sympathies" and desires for each other’s "sympa- 
thies," interconnect and thus control the evaluations in their minds, 
and the make-ups of their individual systems of "moral sentiments," 
which control their conduct, in such a way that they tend to evolve a 
moral consensus and a legal order expressing and supported by it, which 
more or less impartially defines and protects a consistent system of rights 
and liberties for all and reciprocal duties among all. And then as a later 
achievement his theory of economic life, in the Wealth of Nations, en- 
deavors to show that, within the moral climate and legal framework 
evolved in the manner explained in the earlier work, a different, addi- 
tional set of "connecting links" among the wealth-seeking behavior- 
patterns of the individuals, i.e., those involved in the competitive market 
process, so interconnect and control those behavior-patterns that, al- 
though they result from and serve the acquisitive "self-interests" of the 
individuals, they fit together and make up a social-economic process of 
unconscious cooperation which tends to maximize the aggregate wealth 
and economic welfare of the entire society or population. Here I am, of 
course, only pointing ahead to these Smithian theories of the moral and 
the economic "natural order" in human societies of free individuals; but 
I wanted to indicate, at this point, how they carry out in their fields the 
conception of all science as a search for "connecting links" among 
events, which was presented in Smith’s essay on the history of 
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astronomy. And now let me return to that essay and the further points 
made in it. 

There we next get a theory — incidentally suggestive of something 
like an ''economic interpretation'' of intellectual history — of the differ- 
ent kinds of "connecting links" among the events of nature, which peo- 
ples in past times or in different stages of the advance from savagery to 
civilization have been prone to imagine and believe in. In early, primi- 
tive, poor, ignorant, and wretched societies. Smith says, the naturally 
prevailing pessimism and abject fears of the mysterious menacing forces 
of nature disposed the people to imagine and believe in a multitude of 
capricious, interfering gods or demons. When angered by events, in- 
cluding human actions, displeasing to them, these gods or demons re- 
acted by producing such terrible events as eclipses, lightning bolts, etc., 
and thus functioned as the "connecting links" between the initial pro- 
voking and those subsequent events. But in later, more advanced and 
prosperous, comfortable, secure and confident, and enlightened so- 
cieties, says Smith, a more cheerful, calm, and rational outlook became 
prevalent, and led men to form the conception of all nature as a single, 
coherent, reliable, and generally or mainly beneficent system, which 
must have been designed and made originally by a single, wise, and 
benevolent God, who, after setting up the world-machine and setting 
it in motion, never interfered with it. "Thus," he says, "science gave 
birth to the first theism," i.e., philosophical monotheism in contrast 
with primitive, superstitious polytheism. And thereafter, the develop- 
ment of science was a progressive growth of knowledge and under- 
standing of more and more of the internal "connecting links" — of a 
natural, not supernatural kind — among the more obvious parts of na- 
ture as a system, machine, or mechanism. 

This entire passage has, I think, two rather remarkable features for 
an essay written in the eighteenth century. One is the suggestion, by 
this young philosopher and historian of science who was not yet an 
economist at all, of something like the idea of "economic determinism" 
in intellectual history — or at least an idea of the controlling influence 
of social conditions upon what might be called intellectual fashions, in 
each part of history — and the resulting idea of "historical relativity" of 
received "truth" in each epoch to the transient social and psychological 
conditions disposing men to think in that way. Smith does not say that 
the later-achieved view of nature as a single, coherent, mechanical sys- 
tem was or is, in any absolute sense, superior to or truer than the prim- 
itive belief in a world of disparate events "connected" only by the ca- 
pricious wills of interfering spirits; he says only that each outlook was 
the "natural" result of the social and psychological situation which pro- 
duced it — ^prevailing misery, pessimism, fear, etc., in the primitive case, 
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and prosperity, comfort, optimism, etc., in the later, civilized communi- 
ties which first developed the ^^scientific^' point of view. 

The other remarkable feature of the passage is the way in which the 
deistic belief in a wise and benevolent ''Author of Nature^' is brought 
in — not as a certain truth or a premise held to underlie the conception 
of nature as a well-ordered system, but only as a psychologically "nat- 
ural” inference from, or hypothesis to account for, the over-all charac- 
ter of the system of nature as described by scientific theories and observa- 
tions — and a "natural” product, along with science, of the optimistic 
temper of a prosperous and comfortable society. We shall see, moreover, 
that all Smith's writings generally bear out the impression we get here, 
of the author as a nondogmatic, humble, skeptical, or cautious thinker, 
aware of the impossibility of human attainment of final absolute truth, 
and the socially and culturally conditioned character and uncertain 
validity of his own and all men s ultimate or fundamental beliefs. He 
did, I think, "believe in” both the science and the Deism of his epoch, 
but with a quality or degree of "belief” that was less than "absolute.” 

But now, going on with his account of the nature and history or de- 
velopment of science, we come at last to the point where he takes up 
the special history of astronomy and treats that as illustrating some 
further important points about all science. The next general point 
he makes is that as a science advances, and multiplies its observations of 
facts or accumulates a great mass of empirical knowledge, the system of 
theory or set of hypotheses and deductions from them which it has been 
developing and using, i.e., its theoretical account of the system of rela- 
tions or connections among all the observed events, becomes increas- 
ingly complex, and may in time become too complex and cumbersome, 
hardly manageable or usable any longer, and intellectually, eco- 
nomically, and aesthetically unsatisfactory. When such a point is 
reached, a "revolutionary” reconstruction and simplification of the 
science's whole system or structure of theory is needed — the discovery 
or invention of some new, more simple and general, fundamental hypo- 
thesis leading logically to a new way of relating and thus explaining 
all the old and many new observations much more simply. And this was 
what Copernicus supplied for astronomy. 

The pre-Copernican, Ptolemaic system of theory in astronomy, as 
developed to fit and "explain” a long-growing number of observations of 
the relative motions of the heavenly bodies, had become excessively 
complex and cumbersome. The hypothesis of a stationary, central earth 
with the moon, planets, sun, and stars at various distances revolving 
around it at differing speeds, etc., had been and remained consistent or 
reconcilable with all observations. But as the observations multiplied 
and the conceived system of the orbits and motions of the other bodies 
relative to each other and the earth had to be extended and amended 
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to agree with the new as well as the old observations, this theoretic sys- 
tem, necessitated by the geocentric hypothesis, became too complicated 
to be satisfactory to the keenest minds. And then Copernicus showed 
that, by assuming the sun to be in the center of the solar system, with 
the earth and other planets revolving around it, it was possible to con- 
struct a very much simpler body of theory which would equally well 
fit and account for all the known facts; and the acceptance of this new 
idea produced a great advance in the science of astronomy. Here again 
it seems to me, though of course I can speak only as an ignorant lay- 
man in this field, that as an eighteenth-century production this, Adam 
Smithes appraisal of the significance and merit of the Copernican dis- 
covery, must be regarded as remarkably 'modern.'' It very clearly pre- 
sented not the naive view that in an absolute sense Copernicus was 
"right" and the older theory was "wrong," but instead the very modern 
— relativistic? — view that as hoth theories fitted the facts, the superior 
merit of the Copernican theory lay simply in its greater simplicity. 

Apparently in Smith's mind the ground for preferring as best the 
scientific theories which interrelate or account for their data in the 
simplest ways was not the advantage of intellectual "economy," i.e., 
accomplishing the task with a minimum of intellectual labor, but the 
aesthetic value or attraction of the simple theory, or what mathe- 
maticians still call "elegance." At least, his next point has to do with 
this matter, of the role — not always wholly beneficial, as he points out 
— which aesthetic preferences often play in the actual development of 
scientific theories. His forerunner and teacher, Hutcheson, as we have 
seen, thought of the search for beautiful harmonies in the pattern of 
nature as the whole essence of pure science and as always successful — 
assuming that in every part of nature the real pattern is the one with 
the greatest aesthetic appeal to the human mind; but Smith describes a 
famous episode in the history of astronomy to show that complete re- 
liance on that assumption can lead scientists to form hypotheses which 
subsequent observations do not bear out, but oblige them to modify. 

The astronomer Kepler was led by his faith in Pythagorean-Platonic 
ideas of the harmony or beauty in the pattern of nature, and of the su- 
preme beauty, among geometric figures or forms, of the perfect circle, 
to believe at first that the orbits, in which the earth and planets move 
around the sun, must be perfect circles. Tycho Brahe, who in their ob- 
servatory and with their telescope made the observations to test this 
hypothesis, had much difficulty in convincing Kepler that in fact the 
planetary orbits were not circles but ellipses. Smith's essay correctly 
describes this episode and, I think, draws the correct general conclusion 
or moral from it. Aesthetic predilections which play a role in shaping 
scientific hypotheses can be helpful within limits or lead to nearly cor- 
rect (successfully verifiable) hypotheses, but if trusted too fully they 



can be misleading; the actual forms in the pattern of empirical nature 
cannot be counted on to conform exactly, or more than approximately, 
to the expectations suggested by such human predilections. 

I have now substantially, and sufficiently for my purpose, reported 
the substance of Smith's essay on the history of astronomy. That it in- 
cludes nothing about the Newtonian theory of the '^gravitational" me- 
chanics of the solar system is surprising and disappointing — the more 
so in view of the fact that, as we shall see, there is an unmistakable anal- 
ogy between that and Smith's economic theory of the quasi-gravita- 
tional mechanics of a competitive economic system. By a useful meta- 
phor labor and capital can be said to "gravitate" to their most remuner- 
ative locations and employments in the system, and products to "gravi- 
ate" to their best markets, etc., with resulting adjustments of all strictly 
competitive wage rates and profit rates to uniform levels, of product 
prices to levels equalizing supplies and demands with each other and 
just covering necessary production costs, and in short of all the varia- 
bles in the system to "equilibrium" values. But in spite of Smith's sur- 
prising failure to include discussion of the crowning Newtonian con- 
tribution to the development surveyed, enough is included to show 
us that he had much knowledge and understanding of the nature and 
history of this natural science, and a very perceptive and interesting 
philosophy of science in general. In his own creative work he applied 
both his understanding of the nature of natural science, and a good 
understanding of the necessary adaptations of ideas and methods in 
social science, to the different nature of the human-psychological-social 
subject matter. But we must now turn our attention to the first of his 
two large studies in this area — ^his Theory of the Moral Sentiments, 

PSYCHOLOGY AND ETHICS 

It is very difficult to summarize the long, complex, elaborate, intricate, 
subtle and elusive, systematic theory presented in this book, and make 
one's summary convey even a remotely adequate and just idea of the 
whole or of all its most essential parts. The book is large, discursive, 
and diffuse, and its argument is clearly reasoned and has throughout— 
to my mind, at least — a clear and cogent logical structure. But each 
step in that argument, to be appreciated, needs the illustration and sup- 
port provided in the book through extensive, detailed descriptions of 
the common human mental and emotional reactions to and in different 
kinds of social situations, which the reader who has been in such situa- 
tions and has good introspective powers can observe or remember in 
his own experience. The bare abstract scheme of theory is, by itself, so 
extensive and complex that in a short summary all that supporting ma- 
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terial must be omitted, though as summarized without it the scheme of 
theory is less fully intelligible and convincing. 

Of course, the degrees in which different, thorough students of the 
entire book itself have found or will find it all convincing to their minds, 
always have varied and will vary through a wide range. And while it is 
difficult enough merely to summarize the book's argument, it is still 
more difficult to appraise it or estimate its merits, and to make one's sum- 
mary enable the reader to understand and appraise one's appraisal. At 
the end of this chapter I shall notice a few of the widely different ap- 
praisals which have been made, and sum up my own. But let me first 
try to summarize or outline the book's argument or scheme of theory 
— ^with due warning to the reader that if he wants more understand- 
ing than my very imperfect outline can convey, he must read the book.^ 

The book is about the formation in the minds of the individual mem- 
bers of a human society, by their mental and emotional faculties and 
propensities and their social contacts and experiences, of the shared 
moral sentiments which become the regulators of their conduct and of 
the institutions they agree to develop and support. It also includes the 
presentation of Smith's view of the character and contents of those 
moral sentiments %vhen they are sound or valid; and his view of the 
causes, in features of men's social situations and experiences, which tend 
to make their moral sentiments sound or unsound. And the whole 
work's implicit view of the social function of the moral sentiments, and 
final criterion of their soundness, is that they should make the sponta- 
neous behavior of each individual — although he cannot foresee or in- 
tend this end-result — as conducive as possible to the common welfare 
and happiness of the entire society. 

As a general matter it is humanly impossible, in Smith's view, for men 
to be so fully ^rational," informed, and able to foresee all or many of the 
consequences of their own and other's actions for the welfare of society, 
that they can or could or ever do, in any large part, work out their moral 
principles and judgments and decisions on their actions with a view to 
deliberate, intelligent promotion of the welfare of society. In its social- 
psychological basis the morality that grows up and becomes prevalent 
in a society is always, by Smith's account, a mass and pattern of com- 

® I do seriously recommend reading the entire book — ^Adam Smith, A Theory of 
the Moral Sentiments, 6th ed. (London: 1790), or any later edition available in 
the best libraries — as well worthwhile for the interested reader and required to 
make him a competent critic of my condensed account of its main substance. My 
account is not documented with page references to the many passages that I dis- 
cuss because the separate passages cannot be well understood apart from the entire 
context, i.e., without reading the book or a great part of it. But a fairly good 
short cut is to read the extract or selections reproduced in L. A. Selby-Bigge, The 
British Moralists (Oxford: Clarendon Press, 1897). 
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mon or prevalent, nonrational, emotional attitudes or feelings imput- 
ing simply intrinsic rightness or wrongness, goodness or badness, to 
different, specific kinds of conduct in specific kinds of social situations 
or human relations. But Smith believed — with a measure of optimism 
which we shall have to examine and appraise hereafter^ — that human 
nature is so constituted and leads to such interactions of the minds of 
men in a society, so modifying each other's emotional attitudes, that 
the moral consensus they ^naturally" develop under the right conditions 
tends to produce the kind of conduct and institutions in fact most con- 
ducive to their common welfare. What we have to try to grasp is his 
theory of the process — in the emotional lives of associated, interacting 
men — by or through which their moral sentiments are engendered and 
formed. 

In his choice of the basic idea out of which he developed this theory, 
Smith discarded what had been the basic idea of his forerunners, 
Shaftesbury and Hutcheson, and made, I think, beyond doubt, a real 
and great advance in '^scientific" analysis. Instead of assuming as they 
did, with no solid warrant, that every man is endowed "by nature" with 
a simply innate "moral sense" which can be his infallible guide, Smith 
dug deeper or began farther back with a more fundamental and 
verifiable set of "innate" propensities — of associated men to "sympa- 
thize" with, or imagine and share, each other's feelings and impulses, 
when and as far as they can, and to try to win and hold each other's 
"sympathies" with their own emotions. And he undertook to show in 
detail how, through the operation of these propensities, the "con- 
sciences" in men develop as not innate but socially formed or acquired, 
internal monitors, building up from their sympathetic and unsympa- 
thetic judgments on the feelings — and actions — of their fellows, and 
from knowledge of their fellows' judgments on their own, the stand- 
ards ultimately formulated and applied also in moral self-criticism and 
self-control. 

It is important to realize at the outset that sympathy, in Smith's use 
and meaning of this word, is not synonymous with benevolence or al- 
triusm; nor is it inconsistent with the quite large role that he assigned, 
in both of his two great books, to "self-interest" as a major factor in the 
production of each individual's attitudes and actions. Nor is "sympa- 
thy," in Smith's conception of it, simply "pity" or sympathy (only) with 
the sufferings of others. It is "fellow feeling" or an imaginative, vicari- 
ous sharing of another's feelings — or the feelings imputed to him — of 
all kinds, which occurs when and in so far as the subject, in observing 
the other person's conduct and inferring the feelings which that seems 
to express or manifest, imagines himself (the subject or observer) to be 
in that acting person's place or situation; and feels that in that situation 
he (the observer) would be impelled to feel and act just as the actual 
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actor is acting and (apparently) feeling. In short, this ^^sympathy^' is 
an acquisition into one's self — ones own feelings — of a kind of echo 
or reflection of the other, observed, active person's apparent feelings, 
which results from a successful, imaginative 'Identification" of the self 
with that other person. I think it is that which a more modern psycho- 
logical theory calls emfathy; at all events, by Smith’s account, it is par- 
ticipation, through imagination, in the feelings of one’s more or less 
intimate associates, who become in a sense one’s alter egos. Further, he 
calls it "concord of feelings’’ and says that as such it is always desired 
and agreeable — among associates, any "discord" or discrepancy of feel- 
ings about the same matters is always disagreeable. There is in everyone 
— this is his basic thesis — an instinct or propensity to sympathize in 
this sense with one’s fellows as fully as one can, and to so modify or con- 
trol one’s own feelings and behavior as to win and hold their sympathy 
or "fellow feeling’’ with one’s self. 

Now the next point or step in Smith’s argument is that, with refer- 
ence to any observed "piece" of human conduct, the observer’s or spec- 
tator’s ability to sympathize with the feelings or emotions that appear to 
prompt or produce it, or be manifested in it, is the necessary and suffi- 
cient, immediate basis of his (the spectator’s) moral a'pfroval of the 
conduct in question; though we shall see in a moment how this is quali- 
fied in a sense in view of the complications that arise when conflicting 
sympathies with diverse parties come into play. If the passive spectator 
of an acting person’s situation and action achieves a full "concord of 
feelings" with the actor, or says to himself: "I know just what and how 
that fellow is feeling, and why he is doing that, and if I were in his place 
my feelings and conduct would be just what his are" — then the 
spectator automatically approves the conduct he observes. But if the 
spectator is unable to sympathize, and instead feels that the actor’s feel- 
ings appear to be and must be either much stronger or much weaker, or 
of a different kind, than he thinks his own in the actor’s place would be, 
then disapproval is as automatic as approval where full sympathy is 
present. 

In explaining our moral judgments on the conduct of others, how- 
ever, Smith generally works with a "triangle" — the spectator, the actor, 
and a third party who may be injured or benefited by the actor’s action. 
For in Smith’s view the total complex question of the all-around good- 
ness of an action involves two different questions: the "propriety" of 
the actor’s emotional and resulting active response to his own situation, 
and the "merit" of his action which has to do with its effects upon other 
people and their emotional responses to it. If the actor’s response to his 
own situation or provocations as seen by the spectator wins the latter’s 
full sympathy and consequent approval of the action as entirely 
"proper" in that situation; hut the party on the receiving end, so to 
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speak, is injured by the action, resents it, and shows his resentment, and 
the spectator on imagining himself in this person’s position, sympa- 
thetically shares and approves his resentment; then the * mixed” result 
is that in the spectator’s judgment the action, although it has 'pro- 
priety,” also has "demerit” or must be disapproved on the latter ground, 
in spite of being approved as far as the former is concerned. To win com- 
plete approval an action must strike the spectator as having both "pro- 
priety” and "merit,” i.e., as both expressing a suitable response to the 
occasion which prompts it on the actor’s part, and benefiting the 
affected person or persons and evoking on his or their parts a gratitude 
with which the spectator also sympathizes; so that, sympathizing with 
both or all of the parties concerned, he is pleased with the action in all 
its aspects. A beneficial but improper action is only half good, like one 
that is proper but injurious. And if some of the persons affected by a 
proper action are benefited and grateful, but others are injured and re- 
sentful, and the "impartial spectator” has sympathies with both groups, 
then he judges the action as good in two aspects but bad in the third 
aspect, and thus morally imperfect to that extent. 

This formation, however, of the moral judgments of the spectators 
upon particular actions occurring in particular contexts, is only the be- 
ginning of the process which Smith is describing and analyzing. He 
goes on to describe an interaction and reciprocal adjustment of feelings 
between the spectators and the actors, which results from the initial 
differences of strength or intensity of the feelings on the two sides — 
discrepancies or gaps between the stronger feelings impelling the actors 
to their actions and the generally weaker, even if similar, sympathetic 
feelings of the passive spectators — and from desires and involuntary 
efforts on both sides to close or narrow these gaps and achieve fuller 
"concord of feelings.” This type of interaction, he holds, leads to modi- 
fications of the (future) conduct of the actors, in the directions dic- 
tated by the feelings of the spectators, which may in the meantime also 
change a little in the other way or become more sympathetic. The feel- 
ings, responsive to the stimuli which prompt men’s actions, are often 
overexcited and too strong or vivid to permit, at the moment, adequate 
reflection, awareness of the impressions likely to be made on passive, 
calm, disinterested spectators, and self-control. On the other hand, the 
mere faint echoes or pale reflections of those feelings in the minds of 
even the most sympathetic or least unsympathetic spectators are as likely 
to be in a sense too weak, i.e., inadequately appreciative of the provoca- 
tions or incitements experienced by the actors and the measures of real 
justification there may be for their strong feelings and resulting actions. 
But this very discrepancy and the instinctive efforts of the actor and 
the spectator to overcome it have a moral function, of producing con- 
vergence toward the mean or medium intensity of feeling that would 
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lead to performance and approval of the right, appropriate reaction to 
the actor s stimuli and situation. 

One commentator on Smith's theory has rightly noted the re- 
semblance between this idea and Aristotle's theory that (every) virtue 
lies in a mean between two extremes of feeling and behavior — which 
in turn of course had behind it the general ancient Greek ideal of 'mod- 
eration in all things" or "nothing in excess." But Smith goes beyond 
that Greek and Aristotelian outlook; he adds his theory of a social- 
fsychological 'process operating to produce convergence of the feelings 
of men in a society, as actors and spectators of each others actions, to- 
ward agreement in the "mean" or appropriately moderate, neither too 
much nor too little excited states, productive of the right, appropriate 
reactions to all situations, and prevailing, sympathetic approval of them. 
And this may be described as a theory of a process of adjustment of the 
feelings of all concerned, as "forces," into a moral or healthy state of 
"equilibrium." When any event or development in one part of a society 
initially concerns and excites some members greatly and others much 
less or not at all, and the former tend to react with a violence of which 
the latter disapprove, the social contacts and emotional interactions 
among all and their common desire for "concord of feelings" cause the 
hot and the cool feelings, so to speak, to become diffused into all minds 
and to modify each other; so that all approach the intermediate emo- 
tional temperature, which generally is more conducive than either ex- 
treme to the right, appropriate behavior in response to the original 
event. 

There is still much more to come, however, in Smith's theory of the 
total process he is analyzing. Let us next proceed with him, from and 
beyond his analysis of the formation and the influence of our sympa- 
thetic and unsympathetic judgments, as external spectators, upon the 
conduct of our associates, and of theirs as external spectators of our con- 
duct, to his analysis of the way in which we arrive at our own judg- 
ments upon and standards for our own conduct. As a product of all 
his experiences of judging others and of being judged by them, every- 
one develops or acquires a "conscience" — called by Smith "the internal 
spectator or man within the breast." This acquired inward monitor has 
the function of judging and controlling one's own feelings and result- 
ing actions, by the standards derived from or implicit in all of 
that underlying experience; but it is able to apply those standards to 
the self in a more accurate and exacting way, because it has the benefit 
of fuller and more certain and accurate knowledge of one's own feelings 
than is available to the external spectators. 

Were Smith's whole theory of the human-natural basis of morality 
only one of an instinct to win and hold others' sympathies or comply 
with their judgments, it would lead to no better or other morality or 
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ethics than that of simple, expedient conformity with public opinion; 
and some critics have accused him, falsely, of leading up to just that 
and no more. But he says explicitly that human nature is such that 
a man cannot be satisfied with having, simply, the good opinions of 
his fellows, of his character and conduct, if within himself he knows 
that those good opinions depend in part upon elements of ignorance 
and error and would be changed for the worse if others knew the whole 
truth about him as fully as he knows it himself. There is in everyone 
not only a desire for praise from others, the external spectators, but also 
a desire for inward knowledge of one's own praiseworthiness; the better- 
placed and informed internal spectator also must be satisfied. Hence 
everyone tends to watch and control or modify his own feelings, im- 
pulses, and actions, in a manner guided by all his memories of the cen- 
sures and approvals he has felt in observing the behavior of others, and 
encountered as theirs upon his own past behavior; but with the ad- 
vantage of the unique fullness of self-knowledge, and a view to gain- 
ing and retaining not only the respect of others but also his own full self- 
respect. We still have not reached the culminating point of this analysis, 
however. So far, it has been focused solely upon human feelings or 
emotions; we have next to see how Smith conceived the limited but 
important ethical function or role of “reason." 

Our fleeting, specific, or “atomic" feelings of the moral qualities — 
the powers to win or attract the sympathy of the ideal, fully informed, 
and impartial spectator — of the feelings that produce our actions, can- 
not by themselves be sufficient, reliable, moral guides, because they are 
unstable or variable — subject to new distortions in each new moment 
or interval of time by one's special situation, stimuli, and mood or emo- 
tional state at that time. When one is under the pressure of any strong 
excitement, enthusiasm, or temptation, even one's “internal spectator" 
is affected in the sense that its current or temporary, mere feelings of 
the moral qualities of the object-self's excited feelings and contemplated 
actions, tend to be unduly biased in their favor. Only in one's later and 
best moments of calm, detached reflection and sober, retrospective self- 
examination do his internal spectator's verdict-feelings on particular 
past feelings-and-actions in their contexts, become reliable. Hence we 
learn, Smith says, to use such good moments of reflective insight also 
to form or work out for ourselves general rules or 'principles of good or 
“praiseworthy" conduct in all situations of particular kinds; and to make 
strong resolutions to try always to live up to these rules, even and es- 
pecially at the times when our momentary feelings incline us to deviate 
from them. Eventually we may work out a full code or system of such 
rules of conduct for all important kinds of frequently recurring situa- 
tions and moral problems. But, according to Smith, all such rules are 
arrived at as inductive generalizations from our countless particular ex- 
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periences or moral feelings on particular occasions: of sympathies 
and nonsympathies in our roles as spectators of other s actions; of knowl- 
edge of their verdicts as spectators of our actions; and of our own self- 
judgments in our best, detached, reflective moments. And the rules of 
conduct thus arrived at. Smith immediately adds, are the celehrated 
moral laws of nature. 

In a sense, I have now completed this bare outline of Smith’s theory 
of the process of formation of ''the moral sentiments” — feelings and 
whole classes of feelings generalized into principles that are still, as prin- 
ciples, "felt” as having normative or constraining force. But I must no- 
tice the points made in two or three further passages, which throw ad- 
ditional light upon that theory, before going on to the substance of 
Smith’s ethics. In the passage that I take up first, he dissents from and 
criticizes the explanation which his friend, the great philosopher David 
Hume, had put forward, of the source or root of the human "sense of 
justice,” i.e., the tendency of any witness of any deed of injustice or in- 
jury, committed by one man against another, to feel indignation at the 
deed and want to see it punished or see justice enforced by the state. 

Hume also employed a concept of "sympathy” as a cornerstone of his 
theory of ethics, but he did not use this concept in the same way in 
which Smith used it. Hume merely assumed that each individual is led 
by "sympathy” with his fellow men in general to desire to see all the 
conditions that affect their happiness made and kept as favorable as 
possible to a general, continuing prevalence of happiness throughout 
society. In other words, Hume used the postulate of "sympathy” among 
men only as a stepping stone to a simple utilitarian theory of ethics, 
according to which every moral sentiment or feeling, such as the one 
against all unjust actions and in favor of laws to punish them, arises 
from foresight of and desire for the social utility, for human happiness 
in general, of a regime of legally enforced justice among all. But Adam 
Smith rejects this view as psychologically unrealistic; he argues that in 
any typical, particular, actual case the feeling that immediately arises 
in the spectator of a deed of injury of one man by another — the spec- 
tator’s feeling of sympathy with the victim and indignation at the deed 
and the doer of it — is too instantaneous and unreflective to be the prod- 
uct of any foresight of the social consequences of general toleration or 
nonrestraint of this kind of behavior, and the social utility of laws and 
punishments designed to restrain it. Any close, accurate, introspective 
observation, he insists, of the feeling at its point of origin in an actual 
case, will show that it is not a reasoning sympathy with the general de- 
sire of all men for happiness, but an unreasoning, purely instinctive 
or automatic, instantaneous, and specific sympathy with the victim in 
that case, or sharing of the latter s automatic resentment or indignation 
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and desire for vengeance. And although the propensity in men to react 
thus does have the socially useful result of leading them to develop and 
support, in organized societies, legal systems which enforce justice and 
thus protect happiness in general; the primary source of this develop- 
ment — the propensity in question — is not itself an achievement of hu- 
man, rational wisdom, but a fortunate element in the constitution of 
the nonrational, emotional part of human nature. 

And now I come to the most interesting and important part of this 
critical discussion of Hume^s theory of the origin of ^‘the sense of jus- 
tice.'' Hume, Smith goes on to charge, has here been guilty of the un- 
scientific procedure of trying to ‘^explain" this natural human emotional 
reaction (in the spectators) to unjust actions, by referring only to its 
'"final cause" or socially useful end result, instead of ascertaining and 
describing correctly its "efficient cause," i.e., the instinct to sympathize 
with the victims of injustice or share their resentments and desires for 
vengeance. And he regards this error of Hume's as a typical case of a 
common fault of the social as compared with the natural sciences! In 
the natural sciences the lesson has been learned that the real scientific 
task is to understand not merely the good purposes that events and proc- 
esses serve or accomplish, but the mechanisms through which they are 
brought about. Thus we know, for example, that a scientific explana- 
tion of the performance of that timekeeping instrument, a watch, must 
not merely refer to keeping time as its purpose or function, but must 
also explain henv the structure and working of its inner mechanism of 
wheels and springs brings about the result; and wc impute the con- 
scious purpose, planning, and wisdom involved not to the watch but to 
the watchmaker who designed its mechanism. In our efforts to explain 
how human beings and societies operate or function, however, we are 
still too prone to think of the ends toward which they function as suffi- 
ciently explaining how they function and attain those ends, and not to 
study with sufficient, detailed thoroughness and realism the psychologi- 
cal and social mechanisms which are at work. We tend to exaggerate 
greatly the extent and the role of the human, conscious, or deliberate 
purposes, foresight, and planning involved; or to impute to the wisdom 
of men too much of what in fact is more largely due to the wisdom of 
God, the Designer of the psychological and social mechanisms which 
make men in much of their behavior unconscious servants of their com- 
mon welfare. We may reject this whole argument's deistic conclusion 
and suspect it of overoptimism, but I think we must recognize the valid 
and important insights in it. 

Now I turn to a different passage which throws light in another way 
upon Smith's general theory. In this passage he compares his theory of 
the way in which an individual's sympathies with others can afect 
or modify his self-interest, and all his relative evaluations of events af- 
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fecting his own and others’ interests, with the theory of perspective 
in the science of optics. If I see a very small hill rising at only a short dis- 
tance from where I stand, and at the same time see a very distant, high 
mountain, my retinal image of the former may be as large and high as 
that of the latter, or (even) much larger and higher; but having 
learned by past experience to allow for the effect of distance in dimin- 
ishing the apparent size of a visual object, I instantly, automatically, 
and unconsciously make an approximately correct allowance, and men- 
tally see the two elevations as having something like their true, relative 
heights. In a similar way, then, says Smith, if I accidentally prick my 
finger and feel a slight pain there, and at the same time read or hear 
about a great famine and starving millions of people in far-off China; 
were it not for the factor of sympathy, the pain in my finger would seem 
to me far more important — a greater tragedy — than that terrible fam- 
ine. But through my natural capacity for an imaginative sympathy 
with those distant and unknown but human people, I can instantly, 
automatically, and unconsciously correct the tendency of their remote- 
ness from me and my own concerns to make me indifferent to their fate; 
and I can instead feel the relative magnitudes of these two evils in 
something like their real proportion. 

This very interesting analogy brings out an aspect or facet, in a sense 
unlike the others mainly emphasized in Smith’s whole theory, of the 
roles of men’s sympathies and other related feelings in the production 
of morality. Here the stress is not upon the more reliable (universally 
effective) than inspiring role of sympathy with associates and desire 
for their sympathy, in producing a rather mediocre morality of little 
more than social conformity within a group. The theory of moral ^per- 
spective,” in the passage now under consideration, suggests the pos- 
sibility of life on a higher moral plane. If men could generally and 
consistently achieve and maintain universal, full, and well-balanced 
sympathies with all fellow human beings everywhere on earth, which 
would fully correct their extreme partialities to themselves and the small 
numbers of persons ‘near and dear” to them; if everyone could thus 
achieve the same true sense of proportion in the scheme of his felt ap- 
praisals of his own and of all men’s greater and lesser joys and sorrows; 
then the full harmony among all men, of which all-out ‘‘idealists” have 
always dreamed, might be realized. Although Adam Smith in this one 
exceptional passage pointed toward this possibility, he very clearly did 
not think of it as likely ever to be realized generally or at all widely, in 
better than quite remote approximations. 

In fact, in the next and last (in my order) of the three illuminating 
passages that I am describing here, he goes rather far in just the opposite 
direction, of the “realism” or pessimism of the man with no illusions. 
He describes (and censures) the very common tendency of men to as- 
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sociate and sympathize with each other only within many different, 
separate, narrow, and rival groups, and hence to develop as many differ- 
ent, narrow, diversely biased and conflicting codes of morality or moral 
sentiments. His first example of this is the narrow nationalism which 
distorts the moral feelings of the people of each country or makes them 
regard as '^right’’ whatever they believe is to their country's interest or 
advantage. Because we associate with our fellow countrymen much 
more than with foreigners, we tend to sympathize with the former only 
and not with the latter, and thus come to have as a national group of 
people a shared, warped feeling of the self-evident, perfect good- 
ness, rightness, or justice of all that is wanted by or will benefit 'us," the 
people of this superior country. He then speaks of other examples: 
within a country, each of the many occupational, regional, class, and 
other "interest" groups develops a special set of warped "moral" feelings 
on all matters touching the special interests common to its members, 
and fully sanctions that set of interests as against the opposed interests 
of every other rival group. 

It is plain that Smith did not by any means hold or think that the 
interplay of sympathies and desires for sympathy produces, under all 
conditions or under those that commonly exist, any one universal 
and/or entirely sound or valid system of moral sentiments, prescribing 
and producing altogether truly ethical conduct, i.e., the conduct most 
conducive to the common welfare of all mankind or of all the members 
of any one great, e.g,, national society. For he regarded sympathy or 
identification with — imaginative sharing of — the value-feelings and de- 
sires of others, and the resulting ability to "weigh" them fairly against 
ones own "selfish" desires and all others (also sympathized with) in 
conflict with them, and arrive at objective or impartial value-judgments, 
"just to" all the desires at stake — ^he regarded all this as conditioned and 
limited by the range of ones frequent, intimate associations with others, 
which alone enable the ordinary, unimaginative person to appreciate 
their attitudes and sympathize with them. Associating only or mainly 
with those whose situations, interests, and attitudes already arc largely 
similar to one's own, results in but little correction of the bias of one's 
attitudes; on the contrary, it results in the formation of a narrow and 
biased set of sympathies and moral sentiments unduly partial to the 
desires of one's limited group. 

Though Smith himself nowhere makes the connection explicit, it is 
impossible not to see in this feature of his theory of the process of for- 
mation of men's moral sentiments, an important part of the ground or 
basis of his own liberal individualism and internationalism; i.e., his 
belief in the desirability of a world of free, detached, highly mobile, 
and cosmopolitan individuals, who would all severally form or acquire 
very wide ranges of friendships and sympathies with countless people 
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of all kinds everywhere, and thus he led toward the kind of universal 
and well-balanced sympathies, or true moral perspective, productive of 
agreement in a sound, impartial morality. At the same time, I repeat, he 
clearly never expected that such an ideal situation and result would 
be fully realized. Although he regarded as highly imperfect the pat- 
terns of actual moral sentiments which do develop and operate in men's 
minds and conduct, in their actual societies and groups, he yet also re- 
garded these sentiments as generally or normally, fairly good on the 
whole, socially useful and indeed indispensable, hard to improve or 
change, and so in the main to be accepted, with philosophic resignation, 
as nearly the best that can be hoped for; the mainly beneficent ^^natural" 
products, in this sphere, of men's natures and social experiences as they 
are, and * natural" roots of their social institutions and regulators of 
their private actions. But we have still to look at his account of the sub- 
stance of this human-natural morality or ethics — taken in what he 
thought to be its best really possible or widely, humanly attainable state 
or form. I shall now summarize this rather briefly, and add, at the end, 
remarks on two quite different appraisals, and my own concluding ap- 
praisal, of the book as a whole. 

The 'natural" morality, according to Smith, prescribes or "recom- 
mends" three cardinal virtues — "prudence, justice, and benevolence." 
He defines "prudence" as "the intelligent care of one's own health, 
wealth, and happiness"; in other words, this concept is clearly the same 
as that of enlightened or rational self-interest which was to figure in the 
Wealth of Nations, and has figured throughout modern times in nearly 
all economic theory, as the principal motive-force directly involved in 
the production and determination of men's economic activities and de- 
cisions. Thus it is of great interest, not only in general but also in con- 
nection with our coming study of Smith's economics, that we find this 
kind or quality of behavior treated here, under the name of "prudence," 
as a moral virtue. But as we shall see, his treatment, in this work on 
ethics, of the other two virtues along with this one, is of equal interest, 
also, in connection with his economics (as well as in general). Even 
though his theory of the socially well-working competitive economy of 
free and mobile individuals "prudently" pursuing and protecting their 
private interests had less to say about "justice" and "benevolence," we 
shall find that it presupposed the presence and effectiveness, in 
(throughout) the society and upon the economy, of a moral climate and 
legal order ensuring "justice" and encouraging "benevolence" among 
the individuals, along with their "prudence" in conducting their own 
private affairs. Moreover, we shall see that his theory of ethical behavior 
treated prudence in the management of one's own affairs, and justice to 
others, as connected virtues, or regarded the latter as almost a part of the 
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former. But first we must notice, in addition to the definition of prudence 
already quoted, his definitions of justice and benevolence. 

Justice, as a quality of an individuahs attitudes and behavior toward 
others, is defined by Smith as 'a scrupulous refusal ever to hurt or in- 
jure anyone else, in the pursuit of one’s own interest or advantage.” Of 
course, the crucial part of this — 'refusal . . . to . . . injure . . . 
i.e., to do injustice to another — ^makes the definition circular and ques- 
tion-begging; justice is defined only as refraining from injustice. But I 
think we can say with ample warrant and some useful effect, that 
Smith’s idea of justice involved a conception, similar to Locke’s, of the 
equal natural rights of all individuals — rights which, being equal or 
alike for all, mutually limit one another and thus form a consistent sys- 
tem which imposes upon each individual a duty to resfect, i.e., never to 
violate or infringe the rights of his fellows — to be measured in the case 
of each one of them as equal to his own. For Locke, that duty to confine 
the pursuit of self-interest within the limits or bounds of due regard for 
the rights of others was a dictate of the "reason” which tells every man 
that all other men, being human like himself, have the same human 
rights that he has. For Smith, it was a dictate and result of the proper 
"sympathy” with others through which one can "feel with” them to the 
extent of "feeling” their just rights as equal to and as limiting one’s 
own. But for these two writers, I think, the content of justice itself 
was substantially the same. And the "negative” character of Smith’s 
definition — of justice to others as noninjury of them — served to sharpen 
his distinction between "justice” and "benevolence,” which he defined 
as going beyond this bare justice to others, into positive efforts to assist 
or benefit them. 

Finally, it is very significant and revealing that Smith explicitly 
ranked this last virtue in his list well below the other two, and especially 
far below justice, in importance. General prevalence of tolerable ap- 
proximations, at least, to justice among a society’s members is, he held, 
indispensable for the society’s continuing existence; and the members 
generally must conduct their own affairs with tolerable prudence if the 
society is to flourish. But the addition of a degree of mutual benevolence 
among the members, although desirable, will, he said, only make it a 
more "agreeable” society; benevolence is not, like justice, indispensable; 
nor is it as important as prevailing prudence. 

Now let us consider the passage already alluded to, in which Smith 
links "prudence” or enlightened self-interest and "justice” to others to- 
gether, or explains why and how the former in its own best development 
includes the latter, even though the latter also has its own independent 
basis and supreme importance on its own account. The spectators, he 
says, of the conduct of each individual, instinctively sympathize with 
and applaud his efforts to rise in the world or increase (improve) his 
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income, wealth, and social status, unless they see him climbing to suc- 
cess by trampling down his fellows. If they suspect him of doing the 
latter, they sympathize not with him but instead with his victims, and 
vigorously and indignantly condemn his behavior. And since everyone 
desires to avoid the disapproval of the spectators and to win, instead, 
their sympathy and approval, both for its own sake and as an asset of 
value to him in his efforts to rise in the world, it follows that just, i.e., 
never unjust, behavior toward others is a part or counsel of prudence 
itself. This idea is of course precisely parallel with the maxim of Ben- 
jamin Franklin’s Poor Richard, that ^‘honesty is the best policy.” 
Smith is saying in effect that justice to others, in the course of one’s 
efforts to rise in the world, is the best policy. But the reader who has 
followed what was said above about Smith’s earlier account of the origin 
of '^the sense of justice,” will not accuse him of holding, or intending to 
suggest, that either men’s obligations or their tendencies to be just to 
their fellows have as grounds or motives only those of policy, ex- 
pediency, or prudence. He regarded justice among men as supremely, 
morally imperative and socially indispensable in its own right; as having 
its own independent source of support in men’s 'natural” feelings and 
social interactions; and as limiting the sphere of the legitimate ends and 
means of all courses of action arising from self-interest; and yet he re- 
garded it also as generallv supported or reinforced by enlightened self- 
interest or prudence, itselr. 

And now it must be said, further, that the conception thus developed 
here, in Smith’s Theory of the Moral Sentiments, of the ideal prudent, 
i.e., prudent-and-just man, is the nearest thing to be found in any of his 
writings, to the concept "economic man.” Commonly and erroneously 
imputed to Smith the economist, but in fact never, in its generally 
understood meaning, held by him, that concept was invented by some 
of his minor nineteenth-century successors. As we shall see in the next 
chapter, the conception of the "normal” or "natural” behavior of men 
in their economic activities, which Smith was to utilize in his work on 
the Wealth of Nations, was not the notion of behavior dictated solely 
by "the desire for wealth” and uninfluenced by any moral considera- 
tions, but instead was that of the behavior, on the part of each individual 
in his economic situation at each moment, which is at once "prudent” 
in his own interest and just to all or not unjust to any of the persons 
with whom he is dealing or competing. 

It is surely not too difficult, then, to understand that Smith could 
hold that such behavior by the individuals within a society — behavior 
mainly impelled and directed by their self-interests but regulated both 
by their socially engendered and prevailing moral sentiments and by 
the competitive market system — generally would be in fact positively 
beneficial, not merely to themselves, but to each other and the common 
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welfare of all, despite the assumed nonexistence in the individuals of 
intentions to benefit each other and society or to do more than act in 
their own interests without injuring anyone. 

I must now speak of another passage, near the end of the Theory of 
the Moral Sentiments, which brings out a very interesting and 
significant part of the further positive basis of Smith's conception of 
‘nature" as using men's “selfish" ambitions to make them unconscious 
contributors to the welfare of their fellows and society. In this odd pas- 
sage we get a theory of the source and result of a common illusion which 
leads the most able and ambitious individuals to go on striving to enlarge 
their private fortunes heyond the point of any real advantage or benefit 
to themselves (in terms of happiness), with the result of really benefit- 
ing large numbers of poor, working people, and society at large. A mod- 
est income is really all that anyone needs, as far as economic require- 
ments are concerned, for his greatest happiness. Great wealth is not a 
boon to its owner at all; required expenditures, harassing obligations 
and responsibilities of many kinds, and anxieties, make the lot of the 
rich man really not enviable; the carefree beggar has, in reality, a secur- 
ity which kings crave in vain. But great wealth — a palatial residence, 
retinue of servants, and the whole apparatus of elegant living — appears 
to be a well-designed “machine for producing happiness,'^ and so 
arouses in every able and ambitious man a human and natural, although 
deceptive or deceived, admiration of it, and a determination to acquire 
a splendid happiness-machine of this kind for himself. And in his stren- 
uous efforts to achieve this aim, he develops enterprises, earnings, sav- 
ings, and investments, which create employment and wages for a host 
of working people, and useful products which many people buy, use, 
and enjoy, and so really benefits all those other people more truly and 
substantially than he benefits himself. The goal of his selfish ambition 
is a chimera with which cunning “nature" lures him into serving others 
better than he serves himself. 

It is time now to return to a point that I passed over earlier, in Smith's 
discussion of the three moral virtues of his list — prudence, justice, and 
benevolence. A comment of his reveals still another part of the basis 
of his advocacy, as likely to work best for the common good, of a society 
of free individuals and a limited role, only, for the state or government. 
Of the three virtues and the groups of rules of conduct connected with 
them, he says that the rules of justice are relatively exact, like the rules 
of grammar, but the rules of prudence and those of benevolence are 
more inexact, like the rules of rhetoric. The requirements of justice 
among men can be spelled out in uniform, general, and definite rules 
or principles, which therefore can and should be promulgated and en- 
forced by the state, as law — a body of just law enforced through the 
courts. But the rules of prudence, which should guide each individual 
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in the conduct of his own affairs, are more inexact or imprecise, intui- 
tive, and relative to the different circumstances and sets of desires of the 
different individuals, and therefore are best left to each one of them, to 
work out and apply by the free use of his own judgment. The rules of 
proper benevolence, also, elude precise or fixed formulations and vary 
with particular cases and relationships of the persons concerned; and 
are generally unfit for this and also for another reason to be publicly 
prescribed or made obligatory. Benevolence must be voluntary, or it 
ceases to be benevolence and to be a virtue; compulsory benevolence is 
a contradiction in terms. 

Yet in saying this. Smith characteristically adds a qualification which 
opens the way, after all, to a somewhat larger role for the state than that 
of enforcing bare ordinary justice, only, among its citizens or subjects. 
Wherever certain persons, such as employers, are in positions of special 
responsibility for the welfare of certain other persons or groups, such as 
their employees, something more than bare negative and impersonal 
justice from the former to the latter — some positive, humane attention 
to their needs, going beyond mere noninfringement of the ordinary 
legal rights which are those of all men — may be properly required. But 
the state, in imposing such 'extra'’ obligations upon persons in such 
special positions, should be careful not to require from any of them 
more than the small amount of "benevolence" to those other persons, 
at his own expense, which he can be expected in the normal case to 
accept and render willingly, or which the community’s "natural" moral 
consensus regards as appropriate in all situations or cases of that kind. 
This significant passage plainly indicates, I think, that if Smith had 
been living and writing a century later, but with his fundamental views 
unaltered, he would have been not an advocate of the strict or extreme 
and harsh version of the laissez-faire gospel, but instead a moderate or 
cautious advocate of much very modern, humane, or protective "social 
legislation" in its limited, moderate, or conservative forms. 

There is, finally, one more passage in the Theory of the Moral Senti- 
ments which reveals still another facet of the quality and basis of Smith’s 
liberalism or individualism in social philosophy. Too often, he says, 
the ambitious social "plans of statesmen or projectors" assume that 
men — the individual subjects of the state — "can be moved about at 
will, like the pieces on a chessboard’’; but the framers of such plans 
"forget that" on the human chessboard "every piece has a principle of 
motion of its own." It is plain that, for this reason, he felt that all such 
plans would in practice fail to work as expected, and that they must be 
rejected as morally wrong because in conflict with the human right of 
every individual to move about and behave as impelled and directed by 
his own internal "principle of motion," in so far as this freedom or 
spontaneity of all can be made consistent with their common welfare. 



We have now surveyed one half, and in the next chapter will survey 
the other half, of Smith's theory of the 'automatic" social processes 
tending to ensure, to a great extent, such harmony of the free or spon- 
taneous behavior of all with the requirements of their common welfare. 
The social-psychological process — the interplay of sympathies and de- 
sires for sympathy — which generates and shapes the communal pattern 
of the moral sentiments of a society of free men, makes that pattern 
and the just legal order or system supported by it, a set of generally 
spontaneously approved or accepted norms confining each individual's 
behavior in pursuit of his own ends or interests, within the bounds of 
justice to his fellows. And the economic process (competitive market 
process) described in the Weath of Nations and to be studied in our 
next chapter, when it operates within the climate and framework of that 
set of ethical and legal norms, causes the self-interests of the individu- 
als to lie in contributing as fully and efficiently as they can, through 
the markets, to the satisfaction of each other's needs and wants and to 
the common wealth and welfare of all. 

As we have seen and will see more fully, Smith never held that either 
process, in general, works perfectly; in his at once moderately optimistic 
and moderately pessimistic outlook, all dreams of perfection were to be 
dismissed as foolish illusions. That in civilized societies the two proc- 
esses together could work on the whole quite well, and better than any 
system of public controls in conflict with them and unduly restricting 
individual freedom, is the fundamental thesis that his two great books 
together embody. But in working out and coordinating these processes, 
the state as one agency involved has a very essential, yet limited, role 
to play — ^mainly though not quite exclusively that of developing and 
enforcing a general system of just law or legal justice which expresses 
the society's or public's "natural" moral sentiments within that field. 

At the end of his Theory of the Moral Sentiments^ Smith indicated 
his intention to write and publish another book, on "the principles of 
natural justice, which ought to underlie and be the foundation of the 
laws of all nations." It is regrettable that, for reasons unknown to us, he 
never wrote this promised treatise on the principles of jurisprudence. 
But a modern economist and student of his work. Professor Edwin Can- 
nan, discovered years ago in a country house in England a well-pre- 
served copy of a student's (one of Adam Smith's pupils) notes of his 
course of lectures on "Justice, Police, Revenue, and Arms"; and it is clear 
that the first part of this, on justice, could have been expanded and de- 
veloped into the promised work on jurisprudence, and that the other 
parts together did become, with extensive revisions and additions, the 
Wealth of Nations, The section on police, as Cannan's historical 
scholarship established, meant and was about the part of public or gov- 
ernmental policy which aims to ensure at all times "plenty and cheap- 
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ness of commodities^^ for the people as consumers — the main theme of 
the Wealth of Nations. And the other sections, on revenue and arms, 
i.e., public finance and national defense, are also included, in improved 
forms, in the Wealth of Nations. But I must now conclude this chapter 
with a few remarks on the small and varying success of Smithes Theory 
of the Moral Sentiments in impressing readers in his own time and in 
later times; the diverse impressions it has made on different judges; 
and my own judgment about its merits. 

Apparently the book had at first, for a short time, a considerable 
though never very great success or popularity in contemporary clerical 
and religious circles and some others, but has never been at all widely 
read, or highly esteemed except by rare, individual readers, since about 
the end of the eighteenth century. I can only explain this as resulting 
from the difl&culty or subtlety of its subject and substance; the qualities 
of its style and tone which very much ^^date^^ it and have seemed quaint 
and unattractive to most more modern readers; the subsequent changes 
and divergent trends of modern currents or modes of thought in its 
field; and the fact that the success of its author s later and greater book 
in a different field not only overshadowed it, but made Smith for most 
people only the great economist and one whom they could hardly 
think of as likely to have been a great moral philosopher. Perhaps I 
may add two further points or parts to that explanation. When in later 
times the inaccurate popular impression of the central message of the 
Wealth of Nations gained general currency or favor in the business 
community and corresponding disfavor among the moralists, social 
reformers, and prophets hostile to that community, few members of 
either group retained any disposition to study, with open minds, this 
earlier work whose message was not in line with their presuppositions 
about Smith's views. And finally, there has been, I think, a long, mod- 
ern decline of really widespread, great, intellectual interest in study of 
or reflection upon the foundations of ethics; a growth and spread of 
disbelief in the possibility of significant intellectual achievements in 
this field, and of tendencies among the growing number and percentage 
of proudly ‘^tough-minded" people to relegate this inquiry to the prov- 
ince only of the “tender-minded." Yet I must admit that not even the 
sum of all these considerations can fully explain the largely adverse 
appraisals of the book by some able scholars and serious students of it, 
or the favor it has occasionally found in other unexpected quarters. 

An outstanding example under the first of these headings is the ap- 
praisal that was made by the nineteenth-century English free-lance 
scholar, Sir Leslie Stephen. His History of English Thought in the Eight- 
eenth Century, a standard and first-rate work, described and discussed 
Smith's contribution to ethical theory along with the contributions 
made by other British writers in his century, including Shaftesbury, 
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Hutcheson, Butler, and Hume; but rated Smith's work in this field far 
below most of the others considered — describing it as ''superficial" and 
as supporting only the rather contemptible morality or ethics of mere 
conformity with public opinion.^ The completeness and the grounds 
of my own disagreement with this view have already been made clear, 
and I can only say that I think Leslie Stephen "slipped" strangely in 
this connection, or misread, misunderstood, and misjudged the book. 
But a most interesting contrast is provided by the highly favorable 
opinion that was reached, surprisingly, by T. H. Huxley, the famous 
biologist and champion, before the lay public, of Darwin's theory of 
evolution, in the period of attacks upon that theory in religious circles. 

In a published lecture by Huxley on Evolution and Ethics^ Smith's 
Theory of the Moral Sentiments was praised as the nearest thing Hux- 
ley knew of to "a scientific treatment of the subject of ethics." ® The 
context or background of this opinion, in Huxley s lecture, is of great 
interest. Here the champion of Darwinism was denouncing, as a prod- 
uct of a misunderstanding and perversion of his hero's scientific theory, 
the tendency of much thought in the human-social sciences or studies 
to conclude that, since the forces and laws of "nature" as they operate 
in the subhuman, biological world appear to be ruthless and amoral, 
but to bring about "progress" to better-adapted forms of life through a 
ruthless struggle for survival; it must be proper for human beings and 
groups, also, to engage in such all-out struggle, and to suppress their 
"sentimental" or sympathetic, humane, ethical feelings and inhibitions 
which tend to bring about departure from the healthy, rugged ways of 
"nature," help the "unfit" to survive, and thus hamper evolutionary 
social "progress" through unrestrained competition. The general theme 
of this lecture by Huxley is that human imitation of nonhuman 
"nature" is an absurd, ancient, nonscientific ideal or notion with no 
definite meaning, which when construed in this way with the alleged 
sanction of Darwinism misuses the latter and leads to pure, pernicious 
nonsense. "Nature's" processes are not the same in all spheres or at all 
levels of existence; the organic realm as a whole has laws which do not 
operate in the inanimate realm; and civilized human societies require 
and develop modes and norms of behavior unlike those prevailing in 
the greater part of the organic realm, below the human level. Coopera- 
tion as well as competition has its role in the evolutionary process; in 
human life the role of the former becomes peculiarly important, and 
involves the growth and operation of a uniquely human, vital factor — 

^ Sir Leslie Stephen, History of English Thought in the Eighteenth Century, 
3d ed. (London: Smith, Elder, and Co., 1902), vol. 2, pp. 71-77. 

® T. H. Huxley, Evolution and Ethics, and Other Essays (New York: Appleton- 
Century-Croft, Inc., 1894) pp. 26-33. 
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ethical culture or civilization. This factor has its ^^naturaF’ basis not in 
^^nature at large but in human nature; and we need a science of its 
basis there, to be the source, which general biology cannot be, of the 
real contributions which science can make to ethics. It was as a step — 
the best one that he knew of — toward the building of this needed sci- 
ence of the human-natural foundations of ethics, that Huxley praised 
Adam Smith's Theory of the Moral Sentiments. 

The book's deistic 'piety," or attribution of the elements of human 
nature which underlie morality to Providential "design" instead of to 
"evolution," apparently did not disturb the agnostic and evolutionist 
Huxley. No doubt he knew that the pre-Darwinian, admiring studies, 
under deistic influence, of the "adaptations" of the parts of organisms 
for their vital functions, which seemed to be "evidences of design," had 
contributed to biological science; and that Darwin's theory, in providing 
an alternative explanation of the origins of those "adaptations," by no 
means discarded but only added to the previously achieved under- 
standing of those adaptations. And he could see that Adam Smith's 
analysis of the human propensities which make man a social and moral 
being, "by nature" adapted for his functioning as such in human so- 
cieties, would retain its value even if further studies, discarding Smith's 
Deism, should replace that with an explanation of the "evolution" of 
those same human propensities. I would not in advance expect Huxley 
to surpass Leslie Stephen as a discerning judge of a book of this kind, 
but in this case I think he did. 

Let me not end this chapter, however, on a note of apparently pure 
adulation of Smith's book. Of course the Theory of the Moral Senti- 
ments has many faults or deficiencies. Although, as we have seen, its 
optimism, or concentration on the socially fortunate part of the emo- 
tional make-up and functioning of the human being, is by no means un- 
qualified, it is, I think, considerably excessive or one-sided. There is too 
much contrast with the modern Freudian picture of the human lusts 
or passions, and the frightful difficulty of developing the savage infant 
into a moral, civilized, and socially "adjusted" adult, without destroying 
his mental health and inner integrity! But perhaps it is permissible to 
opine that the latter picture is commonly exaggerated or one-sided in 
its way, and that Smith's picture contained a part of the truth which 
the Freudians do not always adequately recognize. Smith also, I 
think, overdid his belittlement of the role of reason or intelligence or 
the need for it to achieve, and its power to achieve, revisions or im- 
provements of intuitive-emotional morality in the direction of a code 
more in harmony with the understood requirements or conditions of 
social welfare. But criticism of this kind could be endless and need not 
be further developed here. Our principal concern is not to evaluate 
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Smithes theory of the formation and substance of a good, free society’s 
morality, but to understand it as the complement and background of 
his theory of the way in which, given such a society and morality, the 
formers economy or economic system would operate or function in 
producing and distributing its wealth or prosperity. Assuming that we 
now understand this complement and background, let us go on to study, 
in the next chapter, the essentials of Smith’s economic theory. 
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CHAPTER 4 


Adam Smith’s Ideal and Theory of 
the SelTadjusting Liberal Economy 


smith's ethics and his economics 

Ten years after the appearance of his Theory of the Moral Senti- 
ments, Adam Smith completed and published the very different and 
much greater book on which his fame rests — his Inquiry into the Na- 
ture and Causes of the Wealth of Nations. As a reader turns from that 
earlier to this later book, he is certain to notice a slight but striking 
change of tone — to fewer and less lavish expressions of sentiment and 
piety and a fuller display of hardheaded realism — which naturally goes 
with the transfer of attention to a different subject matter, or aspect of 
human life and affairs. As compared with the psychology of the ethical 
emotions, the economics of the production, exchange, distribution, and 
growth of a nation's outputs of material goods or wealth evokes another 
mood; it is a ^^rier'^ subject. This difference indeed may not fully ex- 
plain the slighter prominence of 'piety" m the later book; but it is a 
fact of interest, however we explain it, that although "the unseen 
hand" of Providence is once referred to in the Wealth of Nations, in a 
famous passage that will be discussed in its place, this theme is much 
less prominent here than it was in the Theory of the Moral Sentiments. 
But the dissimilarity of the two books should not be overstressed or 
regarded as evidence of a change, in that interval of ten years, of Smith's 
general outlook or philosophy. 

Above all there is no foundation, I think, for the view that arose 
among some nineteenth-century German scholars who thought they 
saw a puzzling conflict between the central theses of the two books and 
engaged in much discussion of what they called "the Adam Smith 
problem" — how^ to reconcile, or understand as compatible, the earlier 
work's stress on "sympathy" among men as the basis of the common 
morality in a sense constitutive of each human community, and the 
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later worFs stress on each individuaFs ^'self-interest^’ as the principal 
motive-force directly involved in economic behavior as suchd I have 
already, in the foregoing chapter, explained my vie^v of this matter — 
that the central themes of the two books respectively are not in conflict, 
but complement each other. Moral control (limitation) of the play of 
"self-interest” in economic life, by the moral climate and legal frame- 
work engendered by men’s mutual "sympathies” in the manner ex- 
plained in the earlier work, is presupposed in the ideal-and-theory of 
economic life presented in the Wealth of Nations y though it is not 
discussed in the latter to any great extent. Some new evidence on this 
point, however, does appear directly in the Wealth; and I must discuss 
this and another related point about Smith’s economic liberalism before 
taking up his economic analysis, or theory of the "nature” (definition) 
and the "causes” (conditions and process of free growth and diffusion) 
of national wealth. 

Smith’s great economic treatise contains both his "preaching” of his 
"gospel” of economic liberalism, i.e., economic freedom for all individ- 
uals, and his "scientific” theory or account (general description and 
explanation) of the operating processes of the economic systems of 
(national) societies, and the effects upon those processes and their 
results of the ways and degrees in which the societies do or/and do not 
accept and realize the liberal ideal in developing their institutions and 
public policies. And these two parts — the ethical-normative and the 
positive-scientific (descriptive-explanatory) parts — of the book’s total 
message are partly interdependent or bound together, and yet are 
largely independent of each other. There is one — largely implicit, by 
no means fully explicit — "dual” structure of thought, in which the 
ideal or advocated regime is assumed as the (fully realized) setting, 
enabling the economic processes to work out on the best possible lines 
for the economic welfare of the society or all its members; and the 
explanatory theory, in this form or on these assumptions, is a demon- 
stration of the beneficial results to be expected from the perfect liberal 
regime and the economic processes as they would be under it. But the 
main explicit structure of thought in the Wealth of Nations is descrip- 
tive-and-explanatory and quite "realistic,” though moral-and-economic 
criticisms are added at various points to the account of facts. Smith 
generally did not assume that actual societies do or can or (at all 
probably) ever will fully realize his ideal regime, and he was more 
interested in understanding or explaining (and secondarily, judging) 
actual patterns^ of behavior and events than in working out a full sys- 

For the best summary and resolution of that German discussion in a scholarly 
work, which reaches a conclusion similar to my own, see W. Hashach, Unter such- 
ungen liber Adam Smith und die Entwicklung der folittschen Okonomie (Leipzig: 
Dunker und Humboldt, 1891). 
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tematic theory of an unreal, ideal world. And he never, I think, allowed 
his vision of what ^ ought to be” to obscure, distort, or confuse his grasp 
of the current actualities which he sought to ascertain, describe, and 
explain. 

His ethical-and-economic ideal vision of *^the system of natural lib- 
erty” for all individuals seemed to him to be in a sense implicit or po- 
tential in the 'nature” of the universe and of mankind, and to have 
much real power and a "tendency” to get itself affroxhnately realized, 
through the working out of men^s "natural” propensities and uses of 
their intelligence, experience, and growing knowledge, to adjust their 
conduct to the real conditions of attainment of their fullest welfare. 
But he had an excellent realistic awareness of the fallibility and endless 
foibles of mankind (including himself), and the permanent imperfec- 
tion of all things human, and did not expect that the reforms which 
he advocated and believed to be "recommended by nature,” would be 
jully carried out in practice, anywhere. Thus, for example, though he 
advocated international "free trade,” he said with characteristic, resigned 
and good-humored, moderate pessimism — in this case not foreseeing 
what would happen in mid-nineteenth-century England — that it 
would be as foolish to expect Great Britain ever to "free” its foreign 
trade completely from any customs tariff against imports, as "to expect 
to see Lord Bacon’s Atlantis established in these islands.” ^ 

The more nearly each nation or people could be persuaded to make 
its actual institutions, policies, and conduct conform to or realize the 
liberal ideal, the better its economy would function and develop, eco- 
nomically and ethically, for the welfare, in every sense, of all concerned. 
But no very near approach to perfection could be expected; and the 
main tasks would always be to advance knowledge and understanding 
of the ever-changing, current realities and real possibilities, to point 
out the defects of current practices and their results, and to work pa- 
tiently for the small improvements which might be or become attaina- 
ble. Still, when all is said. Smith’s normative philosophy of economic 
liberalism remains as one important part or component of the total 
message of the Wealth of Nations; and a little more must be said about 
this philosophy before we turn to the book’s contributions to economics 
as a "positive science.” 

ON THE HISTORICAL BACKGROUNDS OF ECONOMIC LIBERALISM 

As conceived by Adam Smith, the liberal vision of the good, "free” 
society and economy had its grounds in both his economics and his 
ethics; or drew its support and its contents or meaning not only from 
his theory of the functioning, and conditions of best (economic) func- 

*See Wealth of Nations, E. Cannan (ed.), 5tK ed. (London: 1930), p. 435. 
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tioning, of the economic system, but also from his earlier-published 
theory of psychology-and-ethics. Freedom for all and justice among all 
would both conform to the 'natural'' moral law as grasped by all men 
with well-balanced sympathies, and enable the "natural" (spontane- 
ous) processes of the economic system to work at their best for the 
growth of national wealth and its wide diffusion among all the people. 
However, a long-standing and very widespread misconception of the 
character and meaning of Smith's economic liberalism has arisen from 
(i) neglect and ignorance of its real, joint basis in his ethics and his 
economics, and (2) the tendency to confuse or fully identify it with 
the more modern, crude and loose, "free-enterprise" ideology of modern 
businessmen, which is in a measure historically indebted to it but is 
not the same or in full agreement with it. 

During the nineteenth century the latter grew up as a class-interest- 
biased political "gospel," popular among businessmen and unpopular 
in other quarters; and it came to be supposed, widely but erroneously, 
that the same constellations of desires and opinions in the same or cor- 
responding quarters had existed in Adam Smith's time and world, and 
that he had been an exponent of the views and desires of businessmen. 
But in fact Adam Smith, as he expressed himself in the Wealth of Na- 
tions, was consistently and most severely, morally critical of the busi- 
nessmen of his time and their usual attitudes. He spoke in scolding 
terms of "the wretched spirit of greed and monopoly, so prevalent 
among our merchants and manufacturers." He asserted that business- 
men "in the same trade seldom meet together — but the conversation 
ends in a conspiracy against the public." Further, about labor and 
wages he remarked that "everyone complains about the conspiracies 
among working men to obtain higher wages, but no one notices the 
fact that their employers are everywhere and always engaged in a tacit 
conspiracy to hold wages down." ^ And finally, his most favorable 
reference to any social "class" was that to "the country gentlemen of 
Great Britain, the class of men least infected with the wretched spirit 
of greed and monopoly." ^ Now I want to make several points about 
these passages. 

In the first place, it is clear that "the wretched spirit of greed and 
monopoly," alleged by Smith to be too common in the businessmen of 
his time, was not what his theory of the processes of the tolerably liberal 
and well-working economy assumed and approved of as the "self-inter- 
est" which, under the institutions and conditions involved in the char- 
acter of that system, would generally prompt each individual to actions 

® See O'p. cit,, pp. 426-427. 

* Ihid., p. 130. 

® Ihid,, pp. 68-69. 

* Ihid,, p. 476. 
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that in fact (although without his foresight of this fact} would also 
have good results for the economic welfare of society at large. The kind 
of ''self-interest’^ assumed in his theory of the well-working liberal 
economy was conceived as operating always (i) only within the limits 
of or allowed by a legal and moral code of justice to others; (2} under 
the regulative constraints or pressures of a universally, fully eiffective 
competition (absence of monopoly power in anyone’s hands) which 
would make everyone dependent for his private gains on serving the 
public at least as well and cheaply as any of his numerous competitors 
would serve it; and (3) only in economic action responsive to market 
demands, not in political action, in concert with others sharing the 
same special interest, to win public favors at the expense of other rival 
groups. 

In the second place, in reading Smith’s censures on the group selfish- 
ness described as leading businessmen to "conspire against the public 
interest,” or leading workingmen to conspire to raise wages and their 
employers to conspire to lower them, it is pertinent to recall the point 
made in the Theory of the Moral Sentiments about the narrow or ex- 
clusive sympathies, within but not among interest groups, which tend 
to develop and imbue such groups with diverse, distorted patterns of 
moral sentiments, partial to their special interests and in conflict with 
the general interest of society at large. And in the third place, Smith’s 
expressed view that in his time and world "the wretched spirit of greed 
and monopoly” was most prevalent and intense among or in "merchants 
and manufacturers” and least so among or in "country gentlemen,” 
is, I think, to be explained largely by the following important fact about 
that time and world. The public policies of mercantilism — the direct 
antithesis of Smith’s economic liberalism — then had (still) their numer- 
ous beneficiaries and supporters mainly among the "merchants and 
manufacturers,” and their opponents mainly in agrarian circles or among 
"country gentlemen.” In the general argument that I am making here, 
this last point is particularly important and needs some further elabora- 
tion. 

There is little doubt that Smith’s knowledge of the desires and efforts 
of many businessmen to retain and increase the public favors — includ- 
ing restraints on their would-be competitors — ^which mercantilist poli- 
cies conferred upon them, was the principal ground for his rebuke to 
their "wretched spirit of greed and monopoly”; or that his relative com- 
mendation of the "country gentlemen” had behind it his sense of their 
more frequent readiness to accept the policy program he was advocating, 
of freedom and justice for all and no special favors to any individuals 
or groups. But I must now refer briefly to the background of all this, 
and of later changes of conditions and attitudes in those different quar- 
ters after Smith’s time, in the course of economic and political history. 
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Behind the vogue of mercantilism in the seventeenth and eighteenth 
centuries lay the fact that the early, still mainly commercial, or pre- 
industrial-revolution ''capitalism'' of that epoch v/as not yet so well 
developed, strong, and self-sufficient as to have, or want, much inde- 
pendence in relation to the national states and their central govern- 
ments. It was not yet ready to be or become the laissez-faire 
"capitalism" of a later epoch; instead, within each country, it was being 
nurtured, assisted in many ways, and controlled and utilized by that 
country's government — with the hearty approval of the main (the fa- 
vored) groups of businessmen concerned, who sought and welcomed 
state assistance to their enterprises and accepted the controls going with 
that assistance as a small price to pay for it. In that epoch indeed, the 
main over-all purpose of each country's government, in its efforts to 
stimulate and direct or guide the country's commerce and handicraft 
industries, was to foster growth of national wealth mainly for the sake 
of national diplomatic and military power and security. The main con- 
cern of each nation's policy was for growth of the relative wealth-and- 
power of the nation-state as such and as compared with rival, foreign 
nation-states; and not, as in the subsequent liberal era, for elevation of 
the absolute level of the wealth-and-welfare of the nation's people. But 
the leading businessmen of the time, or many of them, found their 
private interests in full harmony with the former interpretation of the 
public (national) interest, and very well served by the public policies 
which in fact were jointly inspired and shaped by that public purpose 
and their private interests. And behind all this there was another funda- 
mental feature of the economic situation which must now be noticed. 

Before the industrial revolution got under way, industrial technology 
and productivity were almost "static" — advancing only very slowly. The 
main potential sources of large new increments of wealth, both private 
and national, lay not in efforts simply to increase production, but rather 
in invention and use of stratagems to control or manipulate, to the 
advantage of a country and its merchants and producers and the dis- 
advantage of their foreign rivals, the terms of exchange of their products 
for money, and of the money for other needed products and means of 
production. The world's economic life was a struggle among men and 
among nations to wrest from each other the largest possible shares of 
a nearly fixed total output; and each nation's government had to play 
a large, vital role, and use all its power and ingenuity, to subdue or 
compose the internal struggle and to help the nation's "traders" to win 
gains for it and themselves at the expense of foreign nations and their 
"traders." Each businessman tended to see growth of his private wealth 
as depending largely on growth of his country's national wealth. He 
viewed the latter as depending on success of the government's efforts, 
through various devices of policy, to stimulate expansion of domestic 
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industries, commerce, and exports, and to limit imports; to maintain a 
favorable balance of foreign trade, and net inflow of ^‘treasure’^ or the 
money metals; to keep within the country a large, growing, and actively 
circulating supply of money, i.e., a large and growing flow of spending 
and demand for all domestic products, ensuring fullest use of the coun- 
try’s manpower and productive resources; and to maintain at high levels, 
for the country’s businessmen, both their selling prices and sales vol- 
umes, while holding down their costs for wages, interest, and raw mate- 
rials, and thus enhancing their profits and accumulations of new 
capital. 

Though there were some fallacies in this body of theory of the way 
to make a nation wealthy— the criticisms made by Adam Smith and the 
other liberal economists of his and a later time were not wholly wrong 
— there were in it also, in relation to the conditions of its own time, 
real insights and merits which the later liberal critics failed to recog- 
nize. But whatever its real relation to the purpose to increase national 
wealth, the mercantilist scheme of policy well suited the private inter- 
ests of most leading businessmen of the epoch and had their allegiance. 
And to Adam Smith it all appeared to be a mere reflection of those 
private interests — of '‘the wretched spirit of greed and monopoly” in the 
benefited merchants and manufacturers — ^rationalized in the bad sense 
by a wholly fallacious body of theory, falsely purporting to prove it to 
be well conceived in the general interest of the nation as a whole. 

Mercantilism, however, with its concentration on policies of aid to 
industry and commerce, tended to neglect and hamper agriculture, 
which was still the main or largest productive sector of every national 
economy, employing the greater part of its people and resources. Manu- 
facturing (handicraft) industries were favored as leading to finished, 
high-value exports, and replacements for expensive imports; as most 
easily expansible in such a way as to aid attainment of domestic full 
employment; and with a view to retaining for domestic use most of 
the nation’s output of food and raw materials, to keep these goods 
abundant within the country, and to keep down the cost of living and 
necessary wages of the working people (as costs to businessmen) and 
the costs of raw materials. All this, however, tended to have a detri- 
mental ejffect on the prosperity of agriculture — especially in the eight- 
eenth century. 

In the last few decades just before the industrial revolution really got 
under way, there was a considerable growth, and some spread into 
actual use, of many new and sound ideas of more efficient and pro- 
ductive farming practices and methods. And this in turn led to a de- 
velopment, among enlightened country gentlemen, scientific farmers, 
and their friends in the ranks of "intellectuals,” of two new attitudes 
or views. One of these was a sense of the either growing or impending 
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need of one^s country’s agriculture for *^free trade” — unhampered access 
for agricultural products to their best markets anywhere in the world, 
and unhampered access by all farmers to the world’s best and cheapest 
sources of supply of seeds and plants, fertilizers, farming tools, etc. — 
and other public policies designed to encourage adoption and use 
throughout the nation’s agriculture of the most productive farming 
practices. The other result was a whole new view of the best or true 
way to foster growth of national wealth in general: the view that every 
nation could do more to this end, in no conflict with the similar efforts 
of other nations, simply by encouraging its farmers to make their farms 
as productive as possible, than it could accomplish through all the poli- 
cies designed merely to win marginal commercial gains, at the cost of, 
and against the counterefforts of, foreign nations. Production-minded- 
ness as opposed to market-strategy-mindedness had its earliest growth 
in these agrarian circles, rather than in urban business (commercial 
and industrial) circles, because (at least visibly potential) productivity 
was rising faster in agriculture than it was, as yet, in manufacturing. 
And this production-mindedness was largely a new attitude of mind, 
which harmonized with the universally humane-liberal ethical outlook 
and the religious belief in an ultimate harmony of the real, best inter- 
ests of all men and all nations — ^ideas which were becoming generally 
prevalent in this age of ''enlightenment,” though they were as yet less 
prevalent among businessmen than in most other quarters. 

We have seen already in a previous chapter that the Physiocrats, who 
best illustrate all that I have been saying here, argued that a nation’s 
agriculture is the sole source of all net growth of national wealth over 
time — the only branch of a national economy which can produce a 
surplus over necessary current consumption and upkeep costs — and 
that they built around this belief their entire (closely blended) system 
of economic theory and philosophy of economic liberalism for the 
benefit of agriculture and therefore of the nation. The Physiocrats did 
not stand alone; but I will cite here only one other exponent of agrarian- 
liberal-economic views — the American one, Thomas Jefferson. As is 
generally known, of course, Jefferson was a typical Enlightenment fig- 
ure, acquainted with and influenced by the ideas of the Physiocrats but 
adding others of his own. He was himself a country gentleman and 
scientific farmer, and an advocate of a mainly agrarian-liberal democracy 
and laissez-faire economy; he had a moral aversion to urban businessmen 
and the public policies they then generally stood for, and a general dis- 
like of industrial, commercial, and urban growth as, in his view, a men- 
ace to the moral and political health of society. It would be a gross error 
to suggest that the Physiocrats and Jefferson, or the Physiocrats and 
Smith, or Jefferson and Smith, were in complete agreement on all 
matters; but a glance at the main points of fartial similarity of their 
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views can help us to understand Smith’s thought in the context of its 
time. 

Neither the Physiocrats nor Smith shared Jefferson’s belief and/or 
interest in political democracy; but in spite of this difference and its 
importance, they all shared the same basic, humane-liberal, ethical 
outlook, or impartially sympathetic concern for the ample and equal 
freedoms and rights and the welfare of all men, which is the main part 
of true liberal-democratic ‘"idealism.” And they all derived from this 
basic attitude their visions of a good economy or economic society; i.e., 
they conceived that society as a system in which all individuals would 
freely maximize their own economic welfares hy maximizing their pro- 
ductive contributions to each other’s welfares and their common wel- 
fare. Just laws governing their mutual dealings, and the economic 
“natural laws” of a competitive market mechanism, would ensure 
“automatic” responses and adjustments of the supplies of all goods and 
services to public (market) demands for them; and determination of 
their prices by their necessary costs of production by efficient methods; 
and determination of the incomes of all individuals by the competitive 
market values of the services which they or their properties performed 
for others. 

And finally, in all three of these patterns of economic-liberal thought 
— the Physiocratic, the Jeffersonian, and the Smithian — one finds more 
or less of “agrarian bias”; though Adam Smith had much less of this 
bias than did the Physiocrats and/or Jefferson. Smith did not share the 
Physiocratic belief that only agricultural production contributes to the 
growth of national wealth by yielding a “surplus” over necessary current 
consumption and upkeep-costs; though he did say that in agriculture, 
“nature labors along with man,” and that this accounts for the special 
“surplus” which appears as the rent of agricultural land.”^ His general 
view, however, was that the growth of national wealth arises from the 
increase of efficiency in all production, industrial as well as agricultural, 
which depends on the advance of “division of labor” or specializations 
on particular tasks, which in turn depends on the growth of wider 
markets and more adequate supplies of capital. Nor did Smith share 
Jefferson’s emphatic fear of the moral and political effects of industrial 
and urban growth, or his belief that the civic virtues could flourish 
only in a mainly agrarian society; though he did regard the “country 
gentlemen” as morally superior to the “merchants and manufacturers” 
of his time and country, i.e., as having more of the liberal spirit and the 
production-mindedness going with that spirit in the economic sphere, 
or less of market-strategy-mindedness and the narrow-interest pressure- 
group spirit or “wretched spirit of greed and monopoly.” 

Adam Smith lived and wrote, however, rather unsuspectingly, on 

^ See ibid,, p. 343. 
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the eve of a great transformation of Great Britain's economy and of the 
circumstances and resulting attitudes of its agricultural landlords and 
urban businessmen. This transformation reversed or interchanged the 
roles of the landlords and businessmen, and caused Smith's successor, 
the next great British liberal economist, David Ricardo, to reverse 
Smith's judgments about them. With the advance of the country's in- 
dustrial revolution, the leadership of and predominant v^/eight in its 
business community passed from the merchants to the factory owners 
or industrial capitalists; and these newly risen, commonly self-made 
and very individualistic, self-reliant ^captains of industry" generally 
tended to rely for their profits on their own abilities to win out in free 
competition in efficient production, and ask the government only to 
keep out of their way or let them alone in that endeavor. It was now 
the 'country gentlemen" who needed and sought, and used their still 
great political power to gain and hold, special favor or assistance from 
the government, in the shape of an agricultural protective tariff, or 
"the Corn Laws," to shelter and shore up their declining sector of the 
national economy. 

The rising efficiency and expansion of British manufacturing en- 
tailed a contraction of British agriculture. And the relative cheapening 
of agricultural production in, and of transportation from, other parts 
of the world, and the growing advantage for Britain of exchanging ex- 
ports of manufactured products for imports of food and raw materials 
instead of producing the latter at home, were all working to enforce 
the contraction of the country's agriculture, by lowering the prices and 
profits obtained by its farmers and the rents they could pay to their 
landlords. The farmers and landlords sought via the Corn Laws, or 
protective import duties on food, to check or resist this "natural" re- 
adjustment. But the industrial capitalists — and Ricardo, Adam Smith's 
successor as the leading liberal economist — saw that effort to protect 
agricultural prices, profits, and rents (by making food scarce and dear) 
as increasing the cost of living for industrial workers (hence the wages 
their employers must pay them, and the cost of producing and difficulty 
of exporting manufactured goods), and so as retarding the country's 
"natural" and desirable economic progress. Thus between Adam Smitih's 
time and Ricardo's day the situation had changed so completely that 
Ricardo's economic liberalism aligned him generally with the business 
and against the agrarian community. Yet Ricardo's economic liberalism 
was identical with Smith's; the change was not in the relatively impar- 
tial, consistent, and stable outlook of these liberal economists, but in 
the circumstances and resulting attitudes of those broad groups in the 
general population, whose "principles" varied with their situations and 
the dictates of their selfish interests. 

The "conversion" of the nineteenth-century British business com- 
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munity to economic liberalism was due less to the influence of the 
teachings of the country's liberal economists than to the currently 
existing situation for its industrial capitalists which made those teach- 
ings acceptable to them, i.e., in accord with their self-interests as long 
as that was their situation. Soon after Ricardo's time, ^'the Manchester 
School ' of leaders of economic and political opinion in that business 
community— Richard Cobden, John Bright, and company— really 
created and spread abroad the business-class ideology of liberalism, 
which embodied both their interpretation of Adam Smith's and Ri- 
cardo's teachings and their own ideas of the public policies that busi- 
nessmen should favor as ^'best for business." Although in a sense this 
ideology in time became and long remained widely prevalent among 
businessmen in all countries, its extension beyond England into other 
countries, and beyond the middle portion of the nineteenth century 
into more recent times, has all been variously partial or qualified; i.e., 
it has been less complete, less self-consistent, and less nearly equivalent 
to the economic liberalism of the classical economists than was the 
original mid-nineteenth-century British version. 

For as the industrial revolution occurred in other countries later 
than in England, and as its results everywhere went on developing, 
the effects on the interests and views of the local populations and suc- 
cessive generations of businessmen concerned were never again in all 
respects the same as in the original British case. "Tree" international 
trade, which suited the self-interests of the pioneer British industrial- 
ists whom it did not expose to any foreign competition they could fear, 
did not suit the self-interests of their more belated and initially handi- 
capped German, American, and other competitors when those came 
on the scene. Hence this vital tenet of the economic liberalism of the 
classical economists has by no means had the universal or enduring 
support of the world's businessmen. Nor has that other, even more 
central tenet of the true or classical economic liberalism, i.e., that every 
national economy should be and remain fully competitive throughout, 
or should be ""free" from private-monopoly controls in or of any of its 
parts, had anything like the full, genuine support of all businessmen 
in any country since the arrival on the scene everywhere of modern 
""big business." 

Moreover, in all recent times the business-class ideology, which often 
claims descent from and agreement with the classical economic liberal- 
ism, has become reoriented against new modern alternatives which are 
very unlike the mercantilism in opposition to which the latter was 
developed. Freedom for business as such from the public controls and 
burdens which become its lot in a democratic ""welfare state" is not at 
all the same as the ideal of Adam Smith and all the other great liberal 
economists of the past; their ideal included equal freedom for all in- 



dividuals of access to all offortunities (for gain through service) in the 
world, in contrast with any regime excluding multitudes from oppor- 
tunities, for the benefit of favored, established enterprises regarded by 
the state as most helpful to growth of its own wealth-and-power vis-a- 
vis rival foreign states. The modern debate about the relative merits 
of 'Tree enterprise,” as conceived by our businessmen, and ^'the welfare 
state” raises or involves new modern issues which were never contem- 
plated or conceived by Adam Smith and/or the other founders of the 
old or classical economic liberalism; and without new modifications of 
the latter it is hardly possible to derive from it wise and adequate solu- 
tions of these modern problems. But whatever position(s) on the prob- 
lems of today may be implied in the old economic liberalism, certainly 
no such position is by any means wholly identical with that of our 
typical, present-day, conservative businessmen. 

THE QUALITY OF SMITh's ECONOMIC THEORY 

We must now turn our attention, however, away from Smithes eco- 
nomic liberalism and related matters, to consideration of just his eco- 
nomics proper, as presented in the Wealth of Nations — that work’s 
description and analysis of the 'natural” growth and operation of a 
nation’s economy or economic system, and its normally growing, annual 
output of national wealth. We shall not agree with either the once 
common excessive admiration of Smith’s work in this field, or the severe 
adverse criticisms that have been directed against it by a few modern 
economists.^ Smith’s economic analysis was by no means, throughout, 
original or novel; much of its substance and/or equally good or even 
better solutions of many problems had been worked out and presented 
by earlier economists. All his work is pervaded by one general defect 
which annoys some modern critics, I think, excessively; but which does, 
I grant, deserve some adverse criticism, even though it is in a v^ay "the 
price of,” and is outweighed by, a connected merit of another kind. 

Smith’s scientific-theoretical work, as such, or economic reasonings 
is everywhere a bit loose, vague, or fuzzy, or falls short of the very strict 
conceptual precision and logical rigor which later became, for many 
economic theorists, an all-important intellectual ideal. But precision 
and rigor are most easily and commonly achieved by clear but simple 
and narrow minds with very limited, inadequate knowledge and 
awareness of the infinite diversity and complexity of the real, empirical 
world, i.e., minds that can contentedly choose and strictly adhere to a 
few clear and simple abstract assumptions, rigorously develop or deduce 

® See, e.g., the more critical than admiring treatment of Smith's economics in 
J. A. Schumpeter, History of Economic Anedysis (New York: Oxford University 
Press, 1954). 
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their logical implications, and accept the resulting systematic theory as 
an adequate analysis and representation of a real social economy. For 
a mind with both a relatively very full knowledge and awareness of 
the rich content of reality, and a strong sense of the importance of 
truth-to-facts and not truth only about logical implications, it is always 
very difficult and often impossible to formulate or spell out all that is 
^^felt^^ to be probably true about the real, empirical subject matter, in a 
fully precise and rigorous, logical theoretical system. Fuzzy reasoning 
is, of course, by no means necessarily or always a result or sign of its 
author’s possession of abundant realistic knowledge and awareness; but 
as a rule any investigator-and-author who does attain such knowledge 
and awareness in unusual abundance is very likely to be unable, for 
that reason, to attain also the highest level or degree of precision and 
rigor in his theoretical system; and I think there is no doubt that this 
rule accounts for Adam Smith’s case. 

Good systematic theory in a science should^ of course, have both 
attributes together in the highest attainable degrees — ^precision-and- 
rigor and ‘"adequacy” to the entire rich mass of empirical subject mat- 
ter. But a perfect combination of both qualities generally is unattainable 
in a science with a very complex subject matter; and I think the greater 
scientific excellence generally should be ascribed to works that excel 
in realistic “adequacy” but are (in consequence) somewhat deficient 
in the virtue of precision-and-rigor, rather than to those which excel 
in the latter but are correspondingly deficient in the former respect. 
On this view, the Wealth of Nations deserves to rank very high indeed 
in the entire list of general treatises in economics that have thus far 
been produced. Nor is its greatness very much diminished, in my view, 
by its lack of very great originality in one sense, i.e., by the fact that 
many, perhaps most, of the insights to be found in it on different par- 
ticular problems had been attained and expressed before by earlier 
economists. Construction of a comprehensive, well-balanced, and co- 
herent synthesis of previous contributions to the understanding of 
different parts of a subject can be a scientific achievement as difficult, 
admirable, and valuable as any other; and as a supreme achievement 
largely of this kind, the Wealth of Nations became and long remained 
the outstandingly rich source of suggestions for most of the subsequent 
development of economic science. 

Unfortunately it is possible to consider here only the main points of 
the major chapters in the first two of the work’s five “books.” This means 
omitting entirely the parts concerned respectively with economic his- 
tory — the historic “progress of opulence,” through related developments 
in and of commerce, industry, and agriculture — international trade and 
economic relations, and public finance. Our attention must be confined 
to just the work’s basic general structure of economic theory — of the 
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definition or composition of a nation^s annual income or output of 
wealth, and the fundamental causes or conditions of its growth through 
time; the work of the market system in the pricing of different products 
and allocation of the nation's productive labor and resources among 
different employments; the division of the national income into the 
class-incomes, wages, profits, and (land) rent; and the roles of money, 
credit, and capital in the operation of the national economy. 

Any effort to summarize, interpret, and discuss Smith's treatments 
of these topics is hampered by the already-mentioned degree of fuzziness 
of his concepts, definitions, and explanatory theories. But we shall be 
able to grasp his main points clearly enough if we take care not to get 
lost in the details of a too meticulous search for entirely precise and 
consistent ideas and arguments, which are not there, A more serious 
and inevitable defect of the condensed account I am about to offer is 
that it cannot begin to convey the wealth of wisdom in the full text 
itself; the reader who wants to absorb what he can of that must himself 
read and study the Wealth of Nations, not what I say about it. The 
substance tends to be dry or dull, even as presented in full by Adam 
Smith, in his good literary style, with many touches of wit and humor, 
and shrewd comments or asides on human ways; and the ^‘bare bones" 
to be served up here may seem very dry. But I hope at least to bring 
into view the main ^^skeleton" of the work's general theory of economic 
life — which still in a way is that of all modern economic theory. It will 
be necessary at some points to interrupt or complicate our step-by-step 
advance through the text, with side excursions into comparative dis- 
cussions of Smith's more ^antiquated" notions and the now more famil- 
iar concepts, which have replaced them in our current thinking; but 
the reader should try to follow, throughout, the entire, consecutive ar- 
gument as such, and I will try to help him to do so. 

THE NATIONAL OUTPUT AND CONDITIONS OF ITS GROWTH 

Adam Smith's development of his theory of economics begins with 
his answer to his first question: what is the '"nature" — i.e., the proper 
concept — of the real substance, composition, and amount of the 
"wealth" that a nation during any period is acquiring or achieving — 
the true determinant of its current degree of wealthiness or "opulence" 
(an eighteenth-century word often used by Smith); the word we would 
now use is, of course, "prosperity," And the answer is that this is the 
nation's current annual output px production of "the necessaries, com- 
forts and conveniences of life"; which he also says is "the annual prod- 
uce of the land and labor of the people." ^ Now what these statements 
give us is a rudimentary, rough idea of what we now call "the national 

“See Wealth of Nations, pp. i, 4. 
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income, or rather, gross national product^^ — in ^Veal/^ not money, 
terms. But as compared with Smithes, the latter, modern concept has 
become far more elaborate and refined; for with the modern availability 
of statistical data and techniques, mostly not available in Smithes time, 
modern economists at least try to make comparative measurements of 
the total real incomes or outputs produced in successive years by 
many different national economies. And in order to do this as well as 
possible, they have had to go far beyond the point reached by Adam 
Smith, in elaborating and clarifying the concept itself. 

Very little can be said here about these modern refinements, which 
will be discussed mainly in a chapter near the end of this book; but one 
or two points must be indicated now for the sake of full understanding 
of Adam Smith s own concept. The root of the difficulty of measuring 
— or rather, first, defining with full clarity, with a view to measuring — 
the variations, growths, and changes of annual national total outputs 
of ^Veab^ wealth is the fact that these total outputs are composite, heter- 
ogeneous collections of physical volumes of production of countless 
diverse kinds of goods or items. There can be no meaningful adding up 
of, e.g,, given numbers of bushels of wheat, tons of iron, yards of cloth, 
etc.! It can make no sense to try to measure the absolute ''total'’ output 
of goods of all kinds produced in a given year in a given nation; but we 
can try to determine how any two such composite outputs compare, 
i.e., how much larger or smaller than one the other is, by some such — 
at best rather arbitrary — criterion as the average percentage difference 
of the included outputs of all the separate single items included alike 
in both collections. But then there is another difficulty which usually 
dictates, after all, a different procedure. What we usually have the full- 
est available data about, or can best estimate and have to start with, are 
not the physical volumes of production of (all) the separate kinds of 
goods, but the total money-values, at the prices (of all the separate 
items) current in the countries and years concerned, of the total com- 
posite outputs — the national money-incomes, earned through produc- 
tion and sale of, and spent in consumption plus investment outlays for, 
all the goods produced. These money-value totals we can estimate as 
absolute amounts, for particular national economies and populations in 
particular years; the ' sums ' of the physical volumes of production of 
all the diverse items included is a meaningless notion, but money-value 
is a, and the only available, common denominator. But then — if we 
agree as we must with Adam Smith's basic idea, that "real" wealth or 
wealthiness means abundance of all useful goods, not of money — ^we 
must, in comparing the national incomes or outputs of any two nations 
or of any one of them in two different years, correct our total money- 
value figures by removing the part of the difference or change accounted 
for by the average percentage difference or change of the prices of units 

91 



of the diverse goods included, so as to have left the part reflecting only 
the differences or changes of the actual physical volumes of produc- 
tion. 

The modern statistical devices used in performing that last operation 
— ^Index numbers ^ of 'price-leveF^ changes — had not been invented 
in Adam Smith's time, but they and that use of them are in line with 
his ideas. For his concept of, and stress on, a nation's output or supply 
of ^ real" wealth — all the ^necessaries, comforts, and conveniences of 
life" — involved his rejection, as fallacious, of the view that he imputed 
(with some unfairness) to earlier, mercantilist writers, that a nation 
is wealthy in proportion to the amount of its ^'treasure" or supply of 
money. If at a later as compared with an earlier time, the people of a 
nation are receiving, holding, and spending more money, but are paying 
correspondingly higher prices for the goods they buy — as they will be, 
if no larger supplies of the latter are available — then their greater 'nomi- 
nal" wealthiness in money terms will not make them really any more 
wealthy or better off. What really matters is not the supply of money 
but the supplies of goods being produced and made available to the 
people in the markets; and the growth of national wealth depends at 
bottom simply on the rise or advance of productivity — efficiency in pro- 
ducing, and distributing through the markets to the people, "the neces- 
saries, comforts, and conveniences of life." 

This was Adam Smith's first principle of economics and point of 
departure in his search for all its further principles. But before going on 
to the next steps in his analysis, we must linger a moment on his partial 
unfairness to, and too complete rejection of, the different ideas and 
approach of his mercantilist predecessors. Thus we may have in mind, 
in our further study of his scheme of theory, a true understanding of 
theirs, and be in a position to discover and appreciate both the (major) 
points of superiority of his analysis as compared with theirs and the 
(minor) points of inferiority that resulted from the bias against all 
their views which led him to reject their special, true insights along 
with their mistakes and shortcomings. 

The mercantilist writers in general were not wholly "guilty," as 
Adam Smith thought they were, of the radical, simple error of confusing 
(identifying) a nation’s "treasure" or supply of the money metals with 
its total "wealth." Nor did their (excessive) concern for protection and 
increase of the former arise only or entirely from their tendencies to 
fall into that confusion; to a considerable extent it had real grounds, of 
more than one kind, which cannot be simply condemned and dismissed. 
For one thing, it is relevant in this connection that, as I have said al- 
ready, the economists of the mercantilist epoch and persuasion, in a 
measure of contrast with their "liberal" successors, thought of a nation's 
wealth less as the basis of the economic welfare of its population and 
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more as the basis of its military power and preparedness for war. And 
in that epochs a large internally owned stock of the money metals had 
much direct value as a ^Var chest/^ ensuring that the government would 
always be able at any time, whenever the need arose, to commandeer 
a sufficient amount of the internationally, i.e., universally acceptable, 
means of payment, and pay well for an ample number of foreign mer- 
cenary soldiers and ample quantities of military supplies obtainable 
anywhere in the world. 

But beyond that point and of far more importance are the other 
points to be emphasized here. In some ways the best of the mercantilist 
economists actually surpassed Adam Smith and his followers, in degree 
of understanding of the complexity of the role or roles of money in a 
commercial economy, and the ways in which variations of the stock 
and flow of money in a nation can stimulate or depress all its economic 
activities and thus affect its output of ' real'' wealth or goods of all kinds. 
At least, as we shall see at the end of this book, the now widely ac- 
cepted, modern, '‘Keynesian" view of these matters involves a partial 
rejection of the Smithian and “classical" view and a partial return to, 
or a new, more favorable interpretation of, the old mercantilist views 
which Smith and his followers entirely rejected. To discuss these ques- 
tions of monetary theory at this point is to jump ahead to book 2 of the 
Wealth of Nations, where Smith presents his views upon them; but 
we need to do this, in order to evaluate the very first contention of his 
treatise — that a nation's wealthiness depends only on the quantities 
of goods it can produce and is not affected by the variations of its stock 
or supply and flow of money. 

The “classical" theory of money, of Smith and his followers, went 
beyond the truth in laying down its basic tenet that money is only a 
“medium of exchange," i.e., a device to obviate direct barter or to greatly 
facilitate the exchanges of different particular goods for each other, 
which were thought of as the sole, final objective of all commerce. In 
other words, this theory of money insisted that money as such has no 
utility or economic significance of its own — is not in itself “wealth" at 
all, even in one form, or anything ever worth holding or keeping for 
any length of time, unexchanged for other things — but is only a symbol 
of and “ticket" for, or means of acquiring, other directly useful goods, 
which alone are “wealth." This strong contention is an overstatement; 
it denies the truth discerned, and perhaps overstressed in mercantilist, 
and now again in much modern thought, that money is not only a 
medium of exchange but also a “store of value" or generalized form of 
wealth, having not, like other specific goods, just a few limited, specific 
uses but (because it is always readily exchangeable for whatever else is 
wanted) in effect the complete range of all possible uses, of all forms 
of wealth. Therefore it is often worth accumulating and retaining 
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(hoarding) for a time as money until the right opportunities occur to 
exchange it, to the greatest advantage, for other specific goods. 

Moreover, the Smithian and classical view, in thus (too fully or 
radically) denying that money is in any degree 'heal wealth,'' also 
missed or failed to perceive or unduly minimized the important possible 
effects of expansions and contractions of the stock and flow of money 
in a national economy upon its actual outputs of all the specific goods 
thought of as making up its "real wealth." For the contention that 
money is useless until exchanged for other goods led to the unrealistic 
assumption that receivers of money will never tend to hoard it even 
temporarily, but will always promptly spend all they get, for either 
consumption or investment (producer's) goods. In this way, the circula- 
tion or flow of money through an economy will, according to this con- 
tention, be always continuous, uninterrupted, and (for each unit-period 
of time) a constant multiple of the amount or stock of money existing 
in it; and a national population's aggregate (consumption plus invest- 
ment) spending, or demand for goods of all kinds, will always exactly 
equal the aggregate money-value, at appropriate prices, of all the goods 
that it can produce. 

Then finally, another unrealistic assumption in this theory of money 
completed the basis of its "demonstration" of the total unimportance of 
a nation's supply of money for its level of "real wealth." This was the 
assumption — which would be true in the ideal liberal, competitive 
economy — that all prices are completely flexible, and always promptly 
adjust to whatever level is required to make the current flow of money, 
or demand for goods, just equal to the current flow of goods to market, 
times their current prices. Logically on these assumptions, then, Smith 
and his followers reasoned their way to conclusions which overmini- 
mized — perhaps almost as seriously as mercantilist thought had exag- 
gerated — the importance of all monetary events and policies for, or in 
affecting, the "real" wealth or prosperity of nations; and which regarded 
the latter as depending essentially, not on developments in the sphere 
of money, but only on those affecting the levels of achievement of 
agricultural and industrial productivity, or power to produce in abun- 
dance all "the necessaries, comforts and conveniences of life." The new, 
emphatic distinction between a nation's monetary and "nominal" 
wealth ("treasure" plus other wealth measured or valued in the current 
money) and its "real" wealth was a great advance in economic analysis; 
but an advance that was marred and diminished, somewhat, by the too 
simple and extreme doctrines — overcorrections of the previous, oppo- 
site, mercantilist errors — in which it was clothed. 

Let us now go on with Smith's discussion of "the causes" or deter- 
minants of a nation's annual output of "real" wealth. The first deter- 
minant of that, he says, is the proportion of the nation's labor force or 
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working population which is employed in ^productive labor/^ as com- 
pared with the remaining part employed in ‘^unproductive labor/’ 
Now here we encounter an idea or a group of ideas which played an 
important role in the structures of economic theory erected by Adam 
Smith and his immediate successors, but which modern economic theory 
has long since discarded. At the basis of the “classical” ideas of “produc- 
tive” and “unproductive” labor lay what is now regarded as a too nar- 
row “materialistic” idea of “wealth” as a category including only 
salahlej tangible, or material goods, and not including any mere services 
from persons to other persons, which are not “embodied” in material 
goods. Workers producing material goods were regarded as “productive,” 
and all those only rendering (other) services were regarded as “unpro- 
ductive.” There was no intention to stigmatize the work of the latter 
as socially useless, or less important, necessarily, than production of 
material goods; the idea was only to distinguish it from the latter. Thus 
the work of farmers, artisans, and factory workers, etc., was called “pro- 
ductive”; and the Avork of most government officials and employees, and 
many other people, was called “unproductive.” Relying on these defini- 
tions, then. Smith was asserting tautologically that, other things being 
equal, the greater the percentage of its population engaging in “pro- 
ductive labor,” the greater will be a nation’s output of “wealth” 
(things). In passing, let us notice one of the practical bearings of this 
point of view; viz,, it helped to lead Smith and his followers, in apprais- 
ing public policies, to hold that for growth of national wealth, strict 
limitation of governmental spending and employment is important. 
Since by their definitions most of the latter was “unproductive,” and 
entailed diversion of labor and resources from private uses in producing 
goods to public use in “producing” (rendering) services only, it would 
surely reduce the nation’s output of goods. Let me pause to comment 
on this point of view and on the opposed modern view which has re- 
placed it. 

In the latter part of the nineteenth century, as we shall see in a later 
chapter, the early classical, narrow, materialistic idea of “wealth” as 
only material goods, was replaced in professional economic thought by 
the much broader idea of wealth as all items (goods or services) having 
any “utility” or power to satisfy any human “wants.” “Wealth” came 
to mean all want-satisfying items of whatever kinds, material or imma- 
terial, tangible or intangible, durable or ephemeral; and “productive” 
acts, to mean all acts that anyone would pay for. Moreover it was pointed 
out — already by John Stuart Mill — that no human “productive” activi- 
ties ever increase the amount of “matter” in existence. The activities 
that are said to “produce” material goods only alter their forms and 
properties in ways that make them more useful as means of satisfying 

"" See ihid,, pp. 
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human wants; and so other activities — transporting goods to the places 
in which they are most useful, or storing and preserving them up to the 
times when they are most wanted, or contributing to want-satisfactions 
in whatever other ways — are 'productive'' in the same sense. All that 
can be increased is the flow of "utilities" or want-satisfactions enjoyed 
by consumers; and all that contributes in any way to this is "productive." 
In short, the late-nineteenth-century "utility economics" replaced the 
early, classical, narrow, 'physical ideas of "wealth" and "production," 
with all-embracing psychological ideas or concepts. 

Now the logic behind the latter concepts is impeccable, and they 
are on the whole to be preferred, but the former still can be understood 
as making sense to some extent, in some connections. The modern view 
tends to broaden the idea of the economic sphere or part of life to the 
point of including within it much that — while indeed it all has its 
economic aspect — is mainly noneconomic. And the older view, for all 
its difficulties, had behind it the not entirely mistaken "common-sense" 
notion that it belongs to "economy" (as opposed to waste or extrava- 
gance) to give priority in the use of labor and resources to production 
of substantial, enduring wealth, and not divert them too freely or largely 
from that into production merely of ephemeral services or satisfactions. 
Especially in economically little-developed, still poor societies, inade- 
quately supplied with the basic material goods that people need, it 
makes sense to regard any large relative expansion of purely "service" 
activities and expenditures as poor economy, which those societies can 
ill afford. But my main concern here is not to settle or decide these 
questions, but only to enable readers to understand the point of view 
of Adam Smith and his immediate successors. To them "wealth" meant 
material goods, and "productive labor" meant the part of the labor force 
employed in producing material goods; hence the more people thus em- 
ployed, the greater their output of wealth could be. 

And now we come to a second point in Smith's discussion of the 
conditions of a large national output of wealth. If most of the people 
are to be employed in productive labor, the nation must first have a 
large or adequate supply of capital — Smith's word is "stock" — previ- 
ously produced but not yet consumed, rather saved and invested, or 
accumulated wealth. For Smith argued that while all "unproductive 
labor" is paid from or with its employers' "revenues" or disposable cur- 
rent incomes, expended by them on their personal consumption, all 
"productive labor" on the contrary is and must be paid from or with 
accumulated capital or "stock," to be replaced by reinvesting the profits 
from the sale of the productive labor's products. If a wealthy man has 
both a fine house in the country, staffed with a large force of domestic 
servants, and a factory or workshop in town where he employs a set of 
productive workers who turn out goods that he sells, then he pays his 
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domestic servants out of his net income, i.e., their wages are a part of 
his outlay on his own consumption; but he pays his productive workers 
in his place of business out of the working capital used to run the busi- 
ness, and expects later to replace the capital so used, by saving and 
reinvesting the expected profits, or a substantial part of them. ^^Unpro- 
ductive’’ labor, rendering services which are immediately, finally con- 
sumed or enjoyed, is paid directly with expenditures from people’s 
incomes upon their consumption. But "productive” labor in the fields 
and workshops, producing goods which will become consumers’ goods 
and be finally consumed only at various later times, and must in the 
meantime be carried as capital investments, must itself be paid for with 
or from capital investments. Thus only a nation in which much capital 
has been accumulated can employ its people mainly in productive la- 
bor, and have a large annual per capita output of new goods or wealth. 

We are here at the starting point of the long and obscure, historical 
development of the theory of capital and its formation and role in the 
economy, and will have to consider this subject further in future chap- 
ters. Just now we need only to emphasize the fact that all Adam Smith’s 
points about the conditions of high national productivity lead back to 
this point — the need for abundant capital, and hence for conditions and 
policies favorable to saving, investment, and growth of the supply of 
capital. 

Although this too will lead us back to that point in the end, we have 
next to notice Smith’s most emphasized and famous condition of high 
national production, viz., a highly developed division of labor (of all 
""productive” labor) among many diverse, interdependent, specialized 
occupations. In the primitive, undeveloped economy of a^ self-sufficient 
household or small local community supplying all its own needs, every- 
one must be a ""Jack of all trades” and cannot become very efficient or 
productive in any of them. But in a well-developed, large, complex, and 
efficient market-organized economy, the sum of the work to be done is 
divided up into a great many different kinds of work, each carried on 
by workers specializing entirely in it, and using their income from the 
sale of their output to the other groups, to buy what they need of the 
products of the other groups of specialists. And there tends to be, as 
Smith was aware, an endless, continuing evolution in this direction — 
growth of an ever more elaborate pattern of more and more finely di- 
vided labor or subdividing, multiplying specialties or occupations, with 
a consequent progressive rise of productivity or output per man-hour. 
Advancing specialization leads to advancing efficiency of the workers 
in each field, for the reasons discussed in Smith’s famous passage — 
reduction of the variety of tasks to be learned and performed by each 
worker, saving of the time lost in shifting about among different tasks, 

^ See ibid.j p. 316, and book 2, chap. 3. 
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acquisition of more skill by continuous practice of the same few opera- 
tions, etc. We need not review in detail his entire treatment of this 
topic; but we must note his general conclusion that advancing division 
of labor is the main cause of economic progress (rising productivity), 
and then examine some general features of his view of the matter. 

It is unfortunate that the illustration he uses — the superior produc- 
tivity of a pin factory he had observed, in which the making of a pin 
was divided into twenty different operations, each continually and 
solely performed by a different group of workers, over that of the sim- 
pler method of letting each worker make a whole pin — illustrates only 
one small facet of his whole, real, many-sided conception. Under ''divi- 
sion of labor ' he included not only this division of the work within one 
establishment, making one whole product, into different tasks for differ- 
ent groups of workers employed therein; but he also included all other 
parts of the division of the whole economy's work, among diverse, spe- 
cializing industries, firms, and plants, and regions or localities, etc. And 
so he failed to make a really complete analysis of all the ways in which 
specialization, in all its forms, contributes to efficiency. Then as to 
why, in general, it does so. Smith paid little or no attention to the reason 
which many people think of first, viz., the variety of the native aptitudes 
of different people and the advantage of making each kind of work the 
exclusive specialty of those best fitted for it by their native gifts. For 
one of the beliefs prevalent in his epoch, which Smith shared, was the 
optimistic environmentalism which holds that in native endowments 
most men are substantially alike or equal — all potentially capable in 
all directions — and that most human differences result from differences 
of environmental influence, opportunity, education, and experience. 
The philosopher and the street cleaner, Smith asserted, differ mostly 
for the latter reasons only.^^ Thus his view of division of labor or spe- 
cialization was that it increases everyone's efficiency, primarily by lead- 
ing all to acquire higher skills through practice. And so the general 
concept meant to him, not a hierarchy of human types, abilities, activi- 
ties, and social classes, but a society of equals, all highly productive in 
their diverse specialties, and living well by obtaining from each other 
ample supplies of all kinds of products, through multiple exchanges 
(sales and purchases) in their common market. 

It remains to notice one further part of his explanation of the rise of 
productivity along with the rise of specialization. Smith lived at about 
the beginning of his country's first "industrial revolution" — the great 
outburst of mechanical inventions which heralded the end of the old 
system of handicrafts and ushered in, in their place, the modern age of 
factories equipped with power-driven machinery. And he tried to use 
his theory about division of labor to explain this newest industrial 
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phenomenon of his time, also, suggesting that, as advancing specializa- 
tion progressively isolates operations simple enough to be done by 
machines, intelligent workmen skilled in those operations see the pos- 
sibilities and invent the required machinesd^ This idea, of course, 
though not devoid of truth, is far from being an adequate theory of the 
history of inventions. All in all, Adam Smith probably exaggerated the 
role of division of labor in economic history, in making its progress the 
main cause of all economic progress. But beyond doubt it has been very 
important indeed in all times both before and since the industrial revolu- 
tion, though its interrelations with technological progress have been 
more complex, and the latter in our modern times has become far more 
important in itself, than Smith could realize. 

V According to Smithes theory, then, the productivity of a nation^s 
economy depends mainly on how far division of labor or specialization 
has advanced within it. And he next went on to say that the advance of 
the latter depends in turn, in great part, on the widening of markets;^^ 
the first precondition for existence of finely divided or highly specialized 
labor is the presence or availability of markets large enough to absorb 
the large outputs which then can and must be produced. Until there 
is a large free-trade area, politically unified and free of internal customs 
barriers, having an efficient transportation system connecting all its 
parts, and well populated with consumers enjoying good incomes and 
living standards — in other words, so long as the products of each pro- 
ducing firm or unit can reach only a small, local, and poor market — it 
will not 'pay'' any such organization to have a work force of many 
diverse kinds of highly specialized and productive workers. Though its 
cost of production per unit of output would be much lower if it could 
thus produce and sell the resulting total output, it cannot sell enough 
to make this feasible. Growth of markets, then, and of the scale of 
production or sizes of producing units along with their markets, makes 
possible and tends to bring about the advance of division of labor or 
specialization, which raises productivity and lowers costs. 

This principle, expressed by Adam Smith in the statement that the 
extent of division of labor depends on the extent of the market, was the 
^ germ" of the economic 'daw" of decreasing unit-cost of production 
with increasing output, first fully expounded over a century later by 
Smith's late English successor, Alfred Marshall. And in the meantime, 
the idea or point involved played its part as one ingredient both in the 
"classical" argument (of Smith and his immediate successors) for in- 
ternational "free trade," and also in the seemingly opposed argument, 
advanced a bit later in other quarters, for tariff protection to "infant 
industries." "Free" international trade, by causing the trading coun- 
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tries, in developing their industries, to take full advantage of the pos- 
sibilities of the best international or geographical division of labor — 
with each country specializing in producing, for all the countries to- 
gether as one vast market, just those products which it is able to produce 
most efficiently — can as a rule raise productivity and lower costs in all 
the countries and industries concerned, and make all better off. But 
within any one (large) country, which in a given period of its history 
is just beginning to develop certain particular industries — in which it 
can become highly efficient in the long run, but which as ''infant in- 
dustries^^ within that country are at first unable to meet foreign compe- 
tition because their as yet small markets and small-scale operations do 
not permit the best internal divisions of labor — it may well be true, and 
consistent with the "classicaF' argument just stated above, that a tem- 
porary protective tariff, by giving those national industries a monopoly 
of the entire national or internal market for the products concerned, can 
stimulate their growth and the evolution of more efficient methods in 
use within them, to the point of lowering their costs so far that they 
can become parts of an ideally efficient, international, free-trade econ- 
omy. 

Advancing productivity depends on advancing specialization, which 
depends for one thing on expanding markets. Let us return now to this 
line of Adam Smith's thought and follow him still farther along it. 
With his next poijit, he brings up again the need for growth of the 
supply of capitaL^High specialization requires not only a wide market; 
it requires also, he argues, abundant capital. Not only is capital needed 
in any case, as we have seen already, to employ and support or pay all 
"productive" labor; but, he now adds, more of it is needed for this pur- 
pose, per worker, the more advanced is the division of labor in the 
economy concerned. For one aspect of a (national) system of finely 
divided labor or highly specialized production is division of the total 
work of making each complete consumer s good into a long series of 
separated "stages," from production of the initial raw materials and 
tools required, through many different steps of processing and inter- 
vening acts of transportation, merchandising, etc., to the final delivery 
of the finished product from the retailer s shelf to the ultimate con- 
sumer; and with separate firms and their staffs of employees, specializ- 
ing in the many different stages of the total process. Now in that long 
series of firms, from the one that provides the basic raw material to the 
retailer in contact with the final consumer, each firm must "advance" 
the wages it pays to its employees out of its working capital, and later 
replenish that from the proceeds of its sales of the still unfinished prod- 
ucts to the next firm in the series. Only the last step — the final 
consumer s purchase of the finished product — is or can be "financed" 
with or from current income, as contrasted with previously accumulated 
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capital; up to that point, there must be capital enough to finance every- 
thing, at every step. Growing division of labor or specialization 
lengthens the series of separate enterprises and groups of workers rep- 
resenting the successive stages of the production process; increases the 
average time-distance from performance of an act of productive labor 
to the receipt of the finished product by the final consumer; and hence 
increases the amount of capital required in the economy, relative to the 
number of its workers, to meet the needs for investments at all points 
in the lengthy process.^® 

In making this argument, Adam Smith anticipated a good deal of the 
much later and far more elaborate theory about capital and its role in 
the economy, which the late-nineteenth-century Austrian economist, 
Eugene Bohm-Bawerk, was to develop; and we may here postpone the 
question of the validity of this line of thought about capital, until we 
take up its later and fuller developments, including Bohm-Bawerk's. 
At the present point the reader should try only to understand as well as 
he can, but not to judge, this special thesis and supporting argument of 
Adam Smith's, to the effect that an economy can advance to higher 
levels of specialization and productivity only if it achieves, along with 
expanding markets, also a growth of its supply of capital, outstripping 
that of its labor force. We are back once more at his main, basic pre- 
condition for economic growth and development or progress: extensive 
saving, investment, and new capital formation by all the people who re- 
ceive incomes large enough to enable them to contribute to this. 

' Value'^ and the price system 

Let us now go on, however, beyond Adam Smith's theory of the 
^ real" national income or output as a whole, and the conditions of its 
growth, into the second and central, general part of his total system of 
economic theory — his theory of the functioning of the economy's 
market system, for ^'exchange" of the products of its different industries 
and occupations. This involves the causes and effects of the changing 
relative values and prices of those different products, the processes of 
adjustment of supplies to demands and of prices to their appropriate 
levels, and the work of the price system in allocating all units of labor, 
land, and capital into their most productive-and-demanded and most 
remunerative employments. Smith indeed did not make this one 'cen- 
tral" part of all economic theory — ^just the "theory of value" and of the 
working of the market or price system — ^by any means as (relatively) 
large or predominant a part of his entire work, as many of his 
nineteenth-century successors were to make it, of their works. As we 
shall see later, it was Ricardo, not Smith, who established the tradi- 
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tion of conceiving ''economic theory” as a narrow inquiry concerned 
with little more than just the "laws” which, in a competitive economy, 
"control” the prices of products and the division of the national in- 
come into the "shares” going respectively to the workers in wages, to 
the capitalists in interest and profits, and to the landlords in ground- 
rents. Adam Smith's first and main interest was not in these topics for 
their own sakes, but in the broad study of the aggregate national in- 
come or output as a whole, and the conditions of its growth — 
"the causes” or conditions of a generally efficient functioning and de- 
velopment of rii^tional economies, which would lead to high and rising 
levels of per capita production and wealth. But he saw in the progres- 
sively advancing division of labor, not only the main cause of rising 
productivity, but also a development inseparably conjoined with that of 
a system of markets, for "exchange” of the products of the different 
groups of specialized producers. And he was led to include in his work a 
substantial analysis of the "natural” functioning, and conditions of best 
functioning, of the system of markets and prices, as "natural” regulators 
of the allocation of all units of labor, land, and capital into their most 
productive-and-demanded uses or employments. It was in this part of 
his work, moreover, that his economic liberalism and his economic sci- 
ence were most fully united. The equal freedom for all men of access 
to and choice among all opportunities, and free competition among all, 
which his liberal conscience felt to be a moral imperative, was, in his 
economic analysis, the main condition for best economic functioning of 
the system of markets and prices. This condition he felt, would keep 
the pattern or balance of all uses of labor and resources and that of the 
resulting supplies of all products properly adjusted so as to maximize the 
national output and the satisfaction of the public's wants. Thus Adam 
Smith's theory of value, etc., is, though a small, an integral and central 
part of his whole, much broader theory of the best possible develop- 
ment and functioning of the economic systems of nations and the world. 
And we must now examine this part of his work with some care, for it 
sketches out in rough outline the whole body of theory or reasoned anal- 
ysis which most of the nineteenth century's economists sought to de- 
velop and refine into their far more elaborate, detailed, precise, and 
rigorous systems. 

In approaching the question of what underlies and determines the 
"value” of a good, Smith begins by distinguishing tjivo different mean- 
ings of the word "value.” One meaning is the good's yalue-in-uge — ^what 
economists of a later time were to call utility — the good's degree of 
importance to its user, his degree of esteepji for it, or its subjective value 
in his mind. And the other meaning is value-in-exchange — the good's 
"power to command” other goods in exchan^lnlhe market, or the quan- 
tities of other goods which other people are willing to offer in exchange 
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for a unit-quantity of the good in question. And then Smith went on 
to say— mistakenly, as was later proved— that value-in-use has no 
regular correlation with value-in-exchange, and hence cannot be the 
foundation of the latter. To show this, he used as illustrations, water 
and diamonds. The former, he said, has a very high value-in-use— is 
among all commodities one of the most useful, even indispensable for 
the support of life — but usually, in most places, times, and cir- 
cumstances, has little or no market value, or value-in-exchange; 
whereas diamonds, though they have only a trivial or insignificant 
value-in-use, always have a very high market or exchange value.^® 

As we shall see, it was to be or seem one of the ^^great discoveries ^ of a 
later time — although one that had been more or less fully anticipated 
by various acute but little known writers even during and before Smithes 
time — that this apparent 'paradox of value ' admits of a simple explana- 
tion which dissolves it. Water-in-general may be said to have immense 
utility or value-in-use, i.e., some water is a necessity for everyone, and 
wherever it is or becomes sufficiently scarce or in short supply, relative to 
the demand for it, it acquires a market price or value-in-exchange com- 
mensurate with the intensities of consumers' needs and wants for the 
quantities they lack and require. Water or anything else can be cheap 
or costless — have little or no market value or exchange value — only if it 
is available to everyone in amounts so nearly or fully sufficient that 
more than he has already will have little or no value-in-use for anyone, 
and therefore, little or no exchange value; and wherever this condi- 
tion is satisfied, these results follow, for any good whatever. Diamonds 
may be judged in a general way to have little value-in-use; but the num- 
ber available is less than the number rather keenly wanted by rich or 
well-off people who in fact esteem them highly enough, and are able 
and willing enough to pay well for "one more" in each case than they 
already have, so that each one on the market can be sold for a high price, 
which never exceeds its subjective value in the buyer s mind at the time 
of his purchase. 

In short, the apparent discrepancies or disproportions between the 
exchange values of things and their use values (as estimated by their 
buyers) disappear as soon as we realize that the use-value estimates 
which count, or motivate the buyers, are not vague notions of the gen- 
eral utility of each kind of good under all conditions, but in every case 
— for each buyer and user of each good — the "marginal" or differential 
utility of the last additional unit which he chooses to buy at the good's 
current price. We shall see more fully in a later chapter, how the 
"founders" of the modern theory of value in economics thus correctly 
explained the determination of the market prices (exchange values) of 
goods by their available supplies and the utility estimates, desires, and 
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demands of the potential buyers. But because Adam Smith and his im- 
mediate followers lacked or missed the essential clue to this relation, 
they mistakenly put aside the idea of value-in-use as not important for 
their purpose, i.e., not the basis of value-in-exchange. Hence they de- 
veloped peculiar, one-sided (but not entirely erroneous) theories of the 
latter as 'governed'^ only — under conditions of competitive production, 
which they generally assumed — either by the full "'necessary'^ cost of 
production or by something in that sphere. 

We shall soon need to ask why and how one special, major but not 
all-inclusive part or component of production cost — the 'quantity of 
labor'' or number of man-hours of work required to produce a thing — 
came to be singled out and regarded as "the fundamental" cause and 
determinant of the thing's value-in-exchange. But we are not yet quite 
ready to discuss this famous "labor theory of value"; for the common 
opinion that Adam Smith himself adopted or sponsored it is incorrect. 
As we shall see, he says explicitly that it could have been true only in 
and for a primitive economy (as he conceived that) in which there were 
only laborers, owning their ultrasimple means of production, exchang- 
ing their products with each other, and hence getting the whole benefit 
^f all production, not having to "share" it with "landlords and capital- 
ists." For the economy of his own time and country, in which he was 
mainly interested, Smith discarded "the labor theory of value" as not 
valid. Instead he regarded the "natural prices" of goods as determined 
by and equal to their complete costs of production per unit, i.e., the 
wages the (capitalist) producers must pay for the labor, plus the rent 
they must pay for use of the land, plus the profit they must earn on the 
capital, required per unit of output. 

But we have still, first, to unravel Smith's long, complex, and in some 
parts confused, discussion of the whole subject of value, to see how he 
reached those conclusions and what they meant to him, and what other 
ideas he considered and accepted also or rejected, along the way. 

After laying aside use value as not the basis of exchange value, but 
before proceeding further in the search for the basis of the latter. Smith 
first takes up the different question of the true measure of exchange 
value. In this connection he brings forward a "labor theory" which is 
^ot, however, the "labor theory" that I have been speaking of — of what 
determines exchange values — but is a different idea, to be distinguished 
from that. Not the labor-embodied determinant, but the labor- 
commanded measure of value, is alone in question at this point. Smith 
says that the amount of money a thing will "command" in the market, 
i.e., its market price in money, is only the "nominal price" of the thing 
and not its "real price." Here his meaning is that, since money itself is 
capriciously variable in its own value or buying power per unit, from 
one locality to another and one time to another, it is not a fixed or re- 
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liable yardstick or measuring rod with which to measure the values of 
things other than money. He sought for some thing having a constant or 
invariable value in itself, so that the numbers of units of this which 
other things would exchange for would truly measure or express their 
values; and he argued that the amount of men^s labor which a thing 
will ''command’' or exchange for, is or affords this ideal, stable, or re- 
liable measure of the thing’s exchange value. What a good really sig- 
nifies to its possessor (apart from its use value to him) is the amount of 
other men’s labor it enables him to purchase or command. This is the 
"real price” of the good, in contrast with the often illusory or illusion- 
breeding "nominal price” in money. Then Smith offers, in support of 
this idea of the fixed value of labor-time "commanded,” the very dubious 
argument that a given amount of "toil and trouble” undergone by a 
worker in performing labor, has a fixed or uniform subjective value in 
the minds or feelings of the worker himself 

In the end, however. Smith gives up his l abor-commanded measure 
of values as, though ideal in theory, not usable in practice, since there 
is' no fund of homogeneous labor, divisible into a certain number of 
uniform or equal, objective units.^® And then, still continuing his 
search for a less variable or elastic measuring rod than money, he 
turns to a more practical, second-best measuring rod, in the place of 
labor — "corn, the staple food of labor,” which, he argues, and shows by 
an excursion into economic history and statistics, has among all com- 
modities an exceptionally high relative stability of its own exchange 
value (for other goods generally). His theory to account for this long- 
run average stability of the value of grain, the great food staple, is a 
very interesting anticipation of the later Malthusian theory about food 
supplies and population growth. As Smith puts it, whenever food 
(grain) is temporarily plentiful and cheap, the large laboring class, the 
bulk of the population, is well off and develops a higher birth rate and 
lower death rate. Since the population grows faster than usual, the 
demand for grain grows fast and soon equals the supply at a higher 
price, and this raises the price of grain back up to its long-run average 
level. And conversely, whenever grain is scarce and costly, population 
growth is slowed and the demand for grain slackens relative to 
the normally growing supply, and allows the price to fall back to the 
average level. It is interesting and typical, too, that Smith not only pre- 
sents this piece of theory but "backs it up” with empirical, i.e., 
historical-statistical evidence, chiefly about the relative stability, over a 
previous long period, of the corn-rents of farms, which he shows to have 
fluctuated and risen much less than their money-rents?^ But finally, 
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after all this discussion, he really makes no use, in his general theory 
of exchange values and prices, of his corn-measure, any more than of 
his labor-commanded measure of values generally. He ends instead 
with a theory or explanation simply of the money-prices of com- 
petitively produced goods, as determined in the long run by their 
money-costs of production. 

Still we are not ready for that, his final theory. Let u$ now examine 
in more detail his conception and theory of what he imagined as the 
primitive economy, in which different goods would exchange for each 
other in the ratios obtaining between the amounts of labor-time re- 
quired to produce them. He supposes that two primitive hunters go 
into the forest in pursuit of game; one kills and brings back deer, and 
the other, beavers; and they exchange or barter deer for beavers and 
vice versa, with each other. If it generally requires an hour of hunting 
time to get one deer, but in the same length of time one can catch two 
beavers, then the 'natural'^ exchange ratio between the two ^products'' 
is two beavers for one deer. For at any other ratio, all hunters would pre- 
fer to hunt only deer, or only beavers. The primitive economy is in 
equilibrium, i.e., the distribution of effort among its different activities 
is stable, only when the different products exchange on the terms that 
make the alternative employments equally remunerative.^^ The con- 
ception of a primitive economy in which all labor is perfectly mobile 
among all occupations, and every individual makes the choices or de- 
cisions required to maximize his gains, as they work and trade with each 
other in a competitive market — all this of course is historical nonsense; 
but as a methodological device or construct for 'getting at^’ the simplest 
essential elements of the theoretical problem of exchange-equilibrium 
in a (modern) competitive market economy, the idea makes perfect 
sense and deserves high admiration. 

Moreover, Adam Smith, unlike his successor Ricardo, fully rec- 
ognized the great limitations of the classical "labor theory of value,^^ ar- 
rived at as the result of that "mental experiment’': that it would hold 
true only under the extremely simple conditions thus conceived or as- 
sumed. In Adam Smith s words — only in that primitive state which (he 
supposed) "preceded the appropriation of land and the accumulation of 
capital stock in private hands, when the laborers did not have to share 
[any of the value of output] with landlords and capitalists,” could 
their respective products have, in equilibrium, exchange values or rel- 
ative prices stricdy proportioned to and simply determined by the rel- 
ative amounts of labor-time, alone, "embodied” in them.^^ In any 
economy having all three classes of participants in production and in 
the proceeds from it, and having competition of all employments for 
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land and for capital as well as for labor, the equilibrium set of the 
relative prices of the different products must just enable each industry 
— all the producers of each product — to attract and retain all needed 
labor, land, and capital by paying, from the total value of the total 
output of that product, wages and rents and profits as high as those ob- 
tainable by the recipients in or from any other industry. And it follows 
that, except in the possible, rare cases of production of two different 
products by enterprises using exactly the same proportions of labor, 
land, and capital, the equilibrium (full-cost) prices of the exchanging 
products never can be exactly proportional simply to the required input- 
quantities of labor alone. 

We shall see in a later chapter, why and how Smithes able but (in 
this matter) misguided successor, Ricardo, strove to argue away or min- 
imize the force of that demonstration of '^the labor theory^s^' inappli- 
cability to a complex economy, and to justify and reinstate that theory 
(with minor qualifications) in or for such application. We shall also see 
that Ricardo thus facilitated Karl Marx s different and still more un- 
tenable development and use of the same theory. But it is a gross, 
though a common, error to attribute either Ricardo s or Marxs 'labor 
theory of value'' to Adam Smith. 

It may seem, indeed, that Smith anticipated or agreed with Marx 
and even went beyond Ricardo's position on this matter, if we 
take Smith's phrase about the laborers "having to share with the land- 
lords and capitalists" to imply that the laborers alone 'produce all wealth 
or all of its "value" but get only a part of their output, the rest going to 
the landlords and capitalists. But I think this interpretation of Smith's 
phrase is unnecessary and unwarranted. He nowhere says that what the 
laborers "have to share" with the other classes is produced by the for- 
mer alone; and I cannot reconcile the supposition that he meant this, 
together with the fact that his cool, passing use of this phrase gives no 
indication that he felt any moral indignation against the landlords and 
capitalists, with all or any of the evidence that we have about his char- 
acter and moral attitudes. It seems to me more natural, and in keeping 
with the context, to understand him as meaning only that — in contrast 
with the situation in the simple, "primitive" society of his conception, 
containing only working people, who owned their simple means of 
production and received the entire output — the workers in the more 
"advanced" society and economy "have to share" its greater output; and 
this greater output is made possible by the economy's more advanced 
division of labor and division of functions (in production) between 
the laboring and the owning-and-managing classes. 

It is true, however, that neither Smith nor his immediate successors 
fully, or altogether clearly, explained or analyzed the productive func- 
tions and contributions of the non-wage-earning classes, and the causes 
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and/or ethical justifications ojF the ^property ^ or non-wage incomes — 
rents and profits. At times they appeared to think of all production as 
performed or carried on hy labor, as the sole active agent, only pas- 
sively assisted by land and capital as inanimate material means of 
production owned by their employers. And Ricardo even, as we shall 
see, explicitly held the landlords (but not other capitalists) to be only 
the receivers of a 'surplus'' unearned by them. Their "rent" reflected, 
indeed, productive contributions by their lands but not by themselves; 
or it resulted only from the fertility and scarcity of good land, the con- 
trol of the price of produce by the high "marginal" cost of production 
(including no rent) on the poorest land in use, society's need for the 
use of the better lands, and the ability of the legal owners thereof to 
charge "rents" equal to the values of their "surplus" outputs over that 
of the "marginal" land. This "rent" doctrine of Ricardo's may be viewed 
as another of his steps going part of the way toward the position of 
Marx, i.e., singling out and disparaging one sfecial class of property 
owners as, if not "exploiters" of labor (and of urban capitalists), at least 
receivers of an "unearned" share of the national output. But Ricardo 
clearly did not regard in this same light, his nonlandlord "capitalist" 
friends, the saving-and-investing people who by or through that highly 
useful activity increased the economy's supply of capital and its pro- 
ductivity. He failed, however, to lay explicit stress on that as their pro- 
ductive function, and the cause and justification of their profit-income. 
And by regarding "real capital" or "capital goods," e.g., machinery as 
only "stored up labor" — the continuing "embodiment" of the past work 
of the wage earners who "made" the machinery — he once more opened 
a doorway for Marx. 

In spite of all that, however, I think that Ricardo's "labor theory of 
value" as such meant only that, in a competitive economy in which the 
supplies of goods get adjusted to the demands for them, the relative 
prices or reciprocal exchange values of such goods tend to be or become 
(roughly) proportional to the amounts of labor-time directly and in- 
directly involved in their production; and these amounts of labor-time 
are the main, predominant ingredients and determinants of the total 
production costs which must be "covered." This proposition — the 
proportionality of relative values to relative labor-inputs in production 
— is consistent with the view that the profit-additions included with 
wage-costs in the absolute prices of all goods, which (if they are equal 
percentage additions) do not alter or affect relative prices or exchange 
values, are additions "earned" by the capitalists who get them 
through the productive service of saving-and-investing, and not sub- 
tractions from amounts of value thought of as created solely by labor. 
The different, Marxian proposition is that the "values" of goods are 
not merely proportional to, but equal to and indeed identical with, the 
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amounts of labor-time embodied^’ in them; and the frequent ascrip- 
tion of this notion to Ricardo and even to Adam Smith is, I think, pre- 
posterous. 

It is easy to understand why many of the early, grossly incomplete, or 
but little-developed analyses of economic life saw mainly the large role 
of labor in creating most wealth, and the rough relations which must 
generally exist between the values of goods and the amounts of labor 
represented by them; and why they failed to see, and explain as clearly, 
the contributory roles or productive services of other groups, and the 
nonlabor elements of costs and values. But the disservice of Marx to 
the progress of analysis was even greater or worse than that of simply 
crystallizing and perpetuating — in the thinking of his followers — 
a primitive and inadequate theory of value. He exaggerated and dis- 
torted even that primitive theory — or vague tendency of much earlier 
thought — into an absolute dogma, explicitly and completely identify- 
ing all ^ Values^^ with labor-quantity costs alone, and representing the 
class of wage-earning laborers (in 'capitalist'' societies) as the sole pro- 
ducers of all wealth. This representation was not even consistent with 
his own explicit and emphatic recognitions, at other points in his writ- 
ings, of the great role of capital-accumulation by the "capitalist" class, in 
raising the economy's productivity to new, higher levels! And all this 
nonsense could have been avoided if Adam Smith's successors had fully 
understood and accepted his early proof that "the labor theory," even in 
the mild form in which Ricardo tried to reassert it, could not be valid 
except under the simple conditions which he thought had prevailed in 
and only in a prehistoric, primitive society. 

We must now go on, however, beyond Adam Smith's initial dis- 
cussions of the true measure and the foundations of value, to his final 
theory of the process which determines and is, in turn, affected by 
the actual prices of goods in the market place. Here we leave "the labor 
theory" behind us, and turn to Smith's theory of the process or proc- 
esses which — in the liberal or free, competitive economy — are for- 
ever adjusting and readjusting the supplies of all goods to the (chang- 
ing) demands for them, and their prices to the levels of their costs of 
production conceived as made up of the wages, profits, and rents 
which must be paid for the needed labor, capital, and land, for each unit 
of output. 

This theory of the pricing process has two parts: the first explains 
the determination of current, temporary "market prices," and the sec- 
ond, that of the long-run equilibrium or "natural" prices, which are 
"norms" from which the actual, temporary "market prices" can de- 
part but to or toward which they are in time brought back by the forces 
activated by their deviations. Now on the first topic — current actual 
prices at any time and the immediately underlying current demand- 



and'Supply situation — Smith s analysis was in one respect at least more 
advanced than that of his immediate successors. He saw, as they did not, 
that as a rule ''the demand*' for any good is not for any fixed amount of 
it regardless of the price charged, but is rather an array of many poten- 
tial demands for different quantities, each ready to materialize at the 
appropriate price; and that in the same general demand situation, 
the quantity demanded may be expected to increase as the price falls, 
or decrease as it rises. In other words, he rather clearly anticipated the 
later modern idea that market demands are generally more or less elastic 
(reponsive to or variable with price) and can best be represented by 
appropriately shaped "demand curves." But instead of using exactly 
that language and device, Smith uses the term "the effectual demand" 
to designate the quantity demanded at the "natural" or cost price, and 
notes that less will be demanded at temporary prices above, and more at 
those below, that level,^^ If the supply on the market is small and 
only equals the amount demanded at a high price, the price will rise to 
that level, i.e., the sellers will charge all they can get and still sell all that 
is for sale; but if the supply is large and can all be sold only at a low 
price, the competition of the sellers to win sales will drive the price 
down to that lower level. All this is commonplace now and seems ob- 
vious but, although Smith saw and said it, his immediate successors 
missed the point and had a more primitive and muddled theory of de- 
mand, supply and market price, based on the false notion of demand 
as single-valued or quite inelastic. 

But it was the second and main part of Smith's theory of the com- 
petitive price system's and economy's functioning — his theory of the 
long-run adjustments tending to bring about and maintain the "natural" 
pattern of employments of all labor, land, and capital, and outputs 
or supplies and prices of all products — which became and remained, 
with much further development, the great centerpiece of most subse- 
quent economic theory, and the core of the demonstration of the great 
merits, for the common welfare, of the liberal or free and competitive 
economy. If the output of any product is temporarily too small, i.e., less 
than "the effectual demand" for it, and its price accordingly is high, 
above the "natural" or cost level, then either the wages, the profits, or 
the land-rents (or any two or all three of these) obtainable in this in- 
dustry will be higher than in others. This will, in turn, attract or draw 
more of the needed factor or factors of production out of lower-paid 
employments into this one, until the output of this product has been 
increased sufficiently to bring its price down to the "natural" level. And 
conversely, if any product is being overproduced and its market price 
therefore is below the full cost-of-production level, there will be a move- 
ment of the adversely affected workers, capital, or/and land out of this 
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into other employments, until the output of the product shrinks and its 
price rises to the point of * natural'^ equilibrium with the rest of the 
economy. 

This argument assumes the existence throughout the economy, of 
full and effective ^mobility'' of all factors of production, out of less and 
into the most remunerative industries, occupations, and locations; 
of universal absence of all and any publicly or privately created and 
maintained barriers or obstacles impeding such transfers; and of freedom 
and opportunity for everyone to leave his former field or line of activ- 
ity if it ceases to reward him at the generally going rate, and to enter 
whatever field or line is offering the greatest rewards or attractions. 
And this assumption, or conception of a very free and flexible or fluid, 
self-adjusting system, of highly mobile and adaptable people and re- 
sources, all having access at all times to all opportunities and sure to re- 
spond to the most attractive ones, was and is the essence of the classical 
liberal ideal for every economy. It has never been a very realistic con- 
ceptual picture of any actual economy or, perhaps, of any really possible 
or attainable one, and Smith knew this very well, as all his discussions 
of facets of the problem show. But it was his central thesis that the more 
nearly this ideal is realized, the better the economy will function both 
in the private interests of all men severally and in their common or 
collective interest. 

Smithes belief in the harmony of all private interests with the public 
interest, in or under his ideal system, was the belief which found 
expression in his famous or notorious, often misunderstood sentence 
about ^'the invisible hand’' of Providence which works in, through, or 
behind that system where and in so far as it is realized. The key role in 
the system’s processes of adjustment is played by the businessmen or 
capitalist employers of the other factors of production, who by transfer- 
ring capital out of the less into the most profitable industries, bring 
about resulting transfers of labor and of land-uses. Hence the sentence 
in question refers especially to the public consequences of the private 
interests and decisions of those central figures, though it is understood 
that the workers and the landowners also act freely in their own best 
interests, and in so doing best serve the public interest. The idea is sim- 
ply that, where nothing is monopolized, protected, or privileged but 
everything is open to the competition of all comers, and all the competi- 
tion is to best serve the public and thus gain its patronage, the most re- 
munerative activities and locations for and methods in them will be 
those best combining high physical productivity and responsiveness to 
urgent public wants and demands. And Smith, having shown this, was 
merely restating it in saying that thus the capitalist, though aiming 
only at his own profit, ''is ... led ... by an invisible hand” to 
invest his capital where and so that it will make the largest contribution 
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to the wealth (output or income) of the nation.^ Under the right 
liberal institutions and public policies, conforming to the ^natural'' 
moral law of equal freedom for and justice among all men, the self-in- 
terest of each individual will be best served by, and will tend to pro- 
duce, the decisions and actions which also best serve his fellows and 
community. The ^^guiding hand^' immediately at work is that of the 
liberal institutions and public policies and the market mechanism as 
conditioned in its working by them. But behind all this. Smithes deistic 
piety saw at work ''the guiding hand’' of Providence, the ultimate 
"Author" of all those capacities and propensities of human nature 
which direct men toward formation, acceptance, and realization of the 
liberal ideal. 

WAGES AND PROFITS 

I have now sufficiently described Smith’s theory of the national out- 
put or income as a whole, and the conditions of its greatest growth; as 
well as his theory of the "natural" processes of adjustment, in the liberal 
economy, of the supplies of particular products to the demands for them, 
and of their prices to the "natural" levels. It remains to describe, or say 
a little about, his theory of the "natural" division of the total national 
income from all activities into the wages of the workers, the profits of 
the capitalists, and the rent of the landlords; or the forces and processes 
which determine those shares or the relative general levels of those three 
kinds of incomes. But because this chapter is already long and this was 
the least well developed and satisfactory part of Smith’s structure of 
theory, I shall only touch very briefly on a few of his main points about 
these matters, and chiefly about wages and profits; his theory of land- 
rents is so confused that there is little point in trying to discuss it. 

Smith’s theory of the prevailing levels of these factor-rewards 
throughout the economy is divided from his theory of the pricing (and 
supply adjustments) of particular products by the fact that the latter 
includes, as far as the factor-rewards (e.g., wages and profits) are con- 
cerned, only the idea that mobility and competition tend to bring about 
the same wage rate for each kind of labor, and the same (net average) 
rate of return on the invested capital, in all industries or parts of the 
economy. The outputs and prices of all products can be in equilibrium, 
i.e., the incentives for movement of more labor and/or capital out of 
some into other employments can be zero, only when the rewards or 
attractions offered by all employments have been equalized. How the 
levels are determined at which wage rates and profit rates tend to be 
equalized — the levels which, in equilibrium, prevail all over the econ- 
omy — is the question now to be considered. 

^ See ihid., p. 421. 
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But in jumping directly into this I am omitting — with reluctance — 
the part of Smith's discussion of wages and profits which deals with the 
persisting differences or inequalities that he saw as resulting, chiefly, 
from practices and deliberately maintained conditions, in the real world 
around him, that were not in accord with his liberal ideals. These were 
remnants of feudal and of mercantilist arrangements, monopoly-main- 
taining rules of local guilds or corporations of merchants and of crafts- 
men, provisions of the old Elizabethan Poor Law, etc., which pre- 
vented or impeded the free migrations and transfers of labor and capital 
out of old, declining into new, growing industries and localities, and 
which maintained high wage rates and profit rates in some parts of the 
economy at the cost of perpetuating abnormally low ones in other areas. 
And a reader can see, especially clearly in Smith's critical discussion of 
these practices and their results, the at once economic and ethical 
grounds of his liberal outlook. He condemned all ways of creating and 
maintaining inequalities of wealth and status by monopolizing oppor- 
tunities for some and denying them to others — all 'artificial" restraints 
on the free flow of men and resources into their most useful and gain- 
ful employments — as both (socially) uneconomic and unjust. Such re- 
straints reduce the aggregate national wealth below what it would be 
if all workers and resources were used as productively as possible, and 
preserve exceptional gains for some through unjust restrictions of the 
opportunities of others. But I must now go on to my final comments 
on Smithes theories of the causes of generally high or low wages or/ 
and profits throughout a national economy. 

In his theory of wages in that sense. Smith s main point is that their 
level in a country depends essentially upon whether its economy is 
advancing (growing), stationary, or declining; or to be more definite, 
upon the relation between its rate of economic growth and that of the 
growth of its population and supply of labor. If new capital is being 
formed and invested and in consequence the national output and de- 
mand for labor is growing, ahead of and no less than the growth of the 
available supply of labor, then a good level of real wages can be main- 
tained. But if economic growth ends or slows down too much, the popu- 
lation and labor supply will tend to continue to grow until the com- 
petition of too many workers for too few jobs forces wages down to the 
low level of mere subsistence for the existing numbers, and checks 
further population growth. And in the worst case, of the retrograde 
or declining economy, the same kind of process will work toward "star- 
vation" wages and an eventual corresponding shrinkage of its popula- 
tion. In this simple theory of wages there are implicit both of the two 
main ideas on the subject of Smith's immediate successors — their 
"wages-fund" doctrine of dependence of the demand for labor on the 

^ See ihid., book i, chap. lo, part 2. 



supply of capital, and their (the Malthusian) theory of popula- 
tion growth as the long-run controller of the level of wages, through 
the supply of labor. But Smith was more optimistic or less pessimistic 
than Malthus and Ricardo; he envisioned as possible a rate of continu- 
ing economic growth sufficient to match population growth and 
maintain better-than-subsistence wages. And he put the whole matter 
in an especially fruitful and suggestive way by stressing the point that 
the condition of stable high, or good wages (maintained in spite of 
[population growth) is a sufficient rate of growth of new investment, pro- 
iduction, and employment.^® 

Smith (and also his immediate successors) used the word profit to refer 
to the entire net personal income of the owner-manager of a business 
enterprise, who invested in it his own capital (and often, also, some bor- 
rowed capital), and, in addition, actively directed the enterprise. But 
they thought of ^ profit^' as mainly (though they recognized the pres- 
ence of other elements in it) the owning capitalist's return on his own 
'or equity capital — ^which modern economic theory calls ''interest" — 
i and always related the entire sum of "profit" in their sense to 
I the amount of equity capital; i.e., they computed it as such-and-such a 
percentage return on the latter, or "rate" of profit. They used the word 
interest as applying only to interest on borrowed capital; and Smith as 
an observer of the world around him judged the usual average "rate of 
profit" to be "about double" the rate of interest on well-secured 
loans.^® He further suggested that the difference was due mainly 
to the risks borne by the owner-manager but not by his creditors; and 
thus indicated, though he did not develop this thought, the presence 
in "profit" of a large element (in addition to the pure — in the modern 
sense — interest or return on the equity capital as such) of something 
one might call a risk, or uncertainty-premium, to compensate or induce 
investment of one's capital in the hazardous way, in one's own business, 
with no guarantee of any return on it or even against loss of the prin- 
cipal. Finally, a third recognized element of this composite income, 
"profit," was the owner-manager's "wages of superintendence" for his 
"labor" in directing the business. But Smith rather minimized the im- 
portance of this element, arguing that "profit" as a whole could not be 
mainly of this nature, because observation showed the amount of 
"profit" to vary generally, about proportionally, with the amount of 
(equity) capital invested; i.e., large and small enterprises (by that cri- 
terion) tended to earn about the same rate of profit, and the amount of 
work of superintendence required to run the business, Smith thought, 
did not vary in that same proportion — ^was not doubled when the capital 
was doubled. 

“ See ibid,, pp. 71-7^, 
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All this, of course, was a primitive or rudimentary, inadequately ana- 
lyzed and developed concept of 'profit,” going little beyond the current 
every-day business usage and ideas in a world of mainly unincorporated 
personal proprietorship enterprises. The modern idea of "the entre- 
preneur” as performing a function distinct from that of the "capital- 
ist” or saver-and-investor, and earning or receiving "pure profit” as a 
form of income distinct from interest or the return on capital as such, 
did not appear in the development of economic theory until much later 
(rather late in the nineteenth century). All the "classical” economists 
thought of most "capitalists” as active, "enterprising,” owner-managers 
of firms, but as mainly performing in the economy the all-important 
function of accumulating and investing or providing capital; and 
thought of "profits” as in main essence the percentage returns on or 
from capital although as increased, beyond the rate of interest on se- 
cured loans obtained by idle capitalists, by additions of rislc premia and 
of "wages of management.” 

Not only, however, were Smithes and his early successors' concefts, 
or uses and definitions of terms, in this field, unsatisfactory; their 
theory of "profit” or of what they mainly meant by the term — the re- 
turn on, from, and to capital as such — ^was even more seriously 
deficient. It contained or offered little or no explanation of, or answer 
to, the question of why any such return exists; they had only a theory, 
or theories, to explain variations of the rate, by relating this to certain 
other variables, but not to explain or account for the phenomenon it- 
self. And as I have noted before, this deficiency or lack, together with 
their tendencies to emphasize the role of "labor” in all production 
(including, of course, production of the capital goods in which the 
capitalists invest) and in the formation or determination of the values 
of all products, left the way open for Marx and others to "explain” all 
"profit” or return on capital as obtained only by "exploiting” (under- 
paying) labor — returning to the wage earners less than the value of 
their output. Yet it really is clear enough, at the same time, that Smith 
and his early followers regarded the saving-and-investing or capital- 
forming-and-providing service of the capitalists as a real and great pro- 
ductive service, involving much commendable and socially useful "par- 
simony” or self-denial in consumption. This service was indispensable, 
in addition to all the work of the laborers, to enable society as a whole 
not only to produce enough but to limit its consumption and direct its 
production, not excessively into that of luxuries to be consumed by the 
idle rich, but sufficiently also into that of wage-goods to support, and 
buildings, machines, and tools to equip, productive workers, i.e., a large 
net output of new, real capital for use in continuing, and efficient 
production. That continuing capital accumulation was, for Adam 
Smith, the basic condition of continuing growth of the national out- 



put, we have seen already; and this implies that the capitalists by ac- 
cumulating and providing new capital, contribute to that growth of out- 
put and thus ''earn'' their profits. In fact, it may be that Smith (and his 
early followers) failed to develop a more explicit theory of the source 
of profits only because that answer seemed to them obvious and not in 
need of any further statement or elaboration. 

On the question, finally, of what determines the rate of profit, Smith's 
theory, I think, reduces to this simple answer — the degree of scarcity 
or abundance of capital relative to the economy's need for it. He saw 
the rate as tending to decline with the progress of accumulation, or 
growth of the supply, of capital relative to the supply of labor. Popula- 
tion growth would increase the latter; but unless or until the capital 
supply increased sufficiently, there would be only a limited demand for 
labor, and a limited productivity of the labor employed. There would 
be, however, a high variability of that productivity with each small vari- 
ation of the capital supply, and hence low wages and high profits. But 
if capital became reallv abundant, the keener competition among the 
capitalists, both for lator and to sell their outputs, would both raise 
wages and lower the prices to consumers of the final products, and thus 
in both ways reduce or lower the prevailing rate of profit.^'^ 

Smith did not explicitly develop or state, or perhaps grasp, the great 
principle or "law" of "diminishing returns" — decreasing additions to 
output by successive, equal additions to the supplies of labor and capital 
employed on the available, fixed supply of land — which Ricardo was to 
use to explain why the profit rate would fall in the course of economic 
growth and development. But Smith also held that the profit rate would 
fall, and his own explanation was not far short of agreement with or 
anticipation of Ricardo's. Moreover, in his passage about the different 
divisions of the total national outputs into wages, profits, and rents, in 
old, fully populated and developed and new, sparsely populated and 
capital-poor and underdeveloped countries — the Europe and North 
America of the late eighteenth century — Smith suggests a general 
view of the causes governing income-distribution which foreshadows 
not only Ricardo's theory of "the effects of progress" on that distribu- 
tion but also, in a vague way, the much later "marginal productivity" 
theory of this whole subject. 

As Smith noted, in the old world where population growth and capital 
accumulation had gone far in relation to the local supplies of land and 
natural resources, so that labor and capital were abundant but land was 
scarce, both wages and profits were rather low while land-rents were 
high and absorbed large parts of the national incomes; but in North 
America with its great abundance of good land, sparse population, and 
(then) small supply of capital, both wages and profits were high, 

^ See ihid.j pp. 89; 93-96. 



while land-rents and values were as yet very low.^^ Implicit at least 
in these simple observations were (i) the prediction that future 
growth of population and capital relative to land in North America 
would in time bring about there an approach to the European pattern 
of income-distribution; and (2) discernment of the principle that in 
competitive economies the workers, capitalists, and landowners severally 
tend to receive incomes proportional to the values of their differential 
contributions, or those of their properties, to the total outputs of those 
economies — differential contributions which are high where the '^fac- 
tors of production'^ concerned are 'scarce," and additional units of them 
are badly needed to enable production to be increased substantially, 
and which will decline if the "factors" concerned become more 
abundant as compared with others. I, of course, do not mean that Adam 
Smith fully anticipated or worked out this important insight of much 
later theorists; but in this discussion of wages, profits, and rents in old 
and new countries he came close to anticipating the main general sub- 
stance of the modem analysis. As we have seen, he did this in nearly all 
parts of his economic theory. His analysis of national wealth, the con- 
ditions of its growth, and the development and functioning of national 
competitive business economies contained or implied at least the start- 
ing points for subsequent development of most of the insights that have 
since been achieved into most parts of this vast subject. 

See ihid., p. 94. 



CHAPTER J 

Benthamism 


INTRODUCTORY 

At this point in the unfolding of the story that we follow in this book 
as a whole, we must now again turn away from our recent preoccupa- 
tion with economics to study a new development in the wider field of 
(general and social, moral, and) political philosophy; the develop- 
ment, namely, of the body of ideas known as '^Benthamism’' or ^‘Eng- 
lish Utilitarianism.” This was an outgrowth from the eighteenth-cen- 
tury Enlightenment, which revised the earlier formulations and founda- 
tions of its "liberalism,” and played a great role in the on-going develop- 
ment of civic thought and life or practice in the nineteenth century. It 
stood in a loose but significant relationship, which we shall need to 
examine, to the economics of Ricardo and his collaborators and disciples, 
which revised some parts of, and further developed, Adam Smith’s 
economics, Adam Smith himself, as we have seen, was not only an eco- 
nomist but also a social and moral philosopher with a very wide vision 
and field of interests, though he was hardly, in the full sense of this 
term, a 'political philosopher. But some of his successors, and among 
them Ricardo especially, had a much narrower concern with economics 
only, and left to others the work of formulating and elaborating the 
basic general points of view and the more inclusive visions of the actual 
and the desirable patterns of all human life and affairs which, however, 
their structures of economic theory continued to presuppose, and re- 
quire as supplements. Thus as Ricardo and Bentham were or became 
friends and, in a sense, intellectual collaborators, the latter’s "broad” 
system of thought has to Ricardian economics a relationship somewhat 
similar to that of Adam Smith’s psychology-and-ethics to his economics; 
though it made a difference that Ricardo and Bentham were two quite 
different individuals, while Adam Smith as an economist and a social- 
moral philosopher was in both roles one and the same man. 
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But the importance of Benthamism goes far beyond that of its loose 
relationship to Ricardian economics. It became the main or most im- 
portant statement of the intellectual foundations of British democratic 
thought; the main British source, after Adam Smith's work, of the 
laissez-faire philosophy of economic policy ^and yet also the main 
source of the later and seemingly opposite ideas of the British Fabian 
socialists); a great source of humanitarian, social-reform ideas and 
movements of many kinds in various fields; and a principal source of 
the entire outlook of the British Liberal party in its heyday. Also in 
the field of the law and legal studies — ^which was from the outset the 
central field of Bentham's own interests — ^his work and that of his dis- 
ciple Austin came to exert a great influence, over a long period, upon 
the 'legal science" taught in English and American law schools, and ap- 
plied by the lawyers and judges trained by them. There was also a still 
more widespread, but less profound and lasting, influence of Ben- 
thamism as a whole, beyond the English-speaking world, upon much 
Continental European thought. Benthams own intellectual an- 
tecedents lay very largely in a part of the eighteenth-century French 
Enlightenment (particularly in the writings of Helvetius, one of the 
Encyclopedists); and all his (Benthams) voluminous writings were 
immediately translated into and published in French, and were for a 
time widely read and admired all over Europe. 

The simplicity and crudity of Bentham s system of philosophy, psy- 
chology and ethics, jurisprudence, sociology, and political theory stand 
in a degree of contrast with the greater subtlety, refinement, and pro- 
fundity of the best thought of earlier times in the same fields. His few 
and simple basic ideas were very ancient, but he stripped away and dis- 
carded many of the refinements, qualifications, and supplements that 
had usually accompanied them, and stated them in a new, bald or bare, 
and sweeping, direct, and forceful way, which made them and their 
corollaries seem all-sufficient for solving the problems of practical life. 
In a way Benthamism represented a culmination of the simplifying, 
superficializing trend of thought of much of the Enlightenment, and 
exactly suited the pragmatic temper and outlook characteristic of the 
long-rising and now dominant business and middle-class people, who 
demanded from their intellectual servitors and leaders more practicality 
and less depth than the older, aristocratic, ruling classes had accepted 
from their mentors. The idea that in business life, as such, intelligent 
pursuit by each individual of the greatest financial gain for himself 
could be made to harmonize with the greatest general growth of the 
wealth or prosperity of all men collectively, had long been an "axiom" 
of business-community thought and of much economic theory. And 
the essence of Benthamism was a wider generalization or extension of 
this idea, applying it not to economic life alone but to all life, and re- 



placing the calculation of economic gains or benefits from contemplated 
actions, with attempted, broader calculations of all gains or benefits for 
human ''happiness/' There is truth in the jibe that was uttered by 
the German romantic philosopher, Schopenhauer: "The English Util- 
itarians talk about happiness, but they mean money." 

The simple core of all Benthamism consisted of just this series of 
propositions: (i) all that human beings, universally, want from life 
can be summed up as the greatest obtainable amount of happiness, or 
sum of pleasures, and avoidance, as fully as possible, of unhappiness, 
pains, or displeasures; (2) the good or right or ideal conduct of life is 
simply its intelligent conduct, to maximize the pleasure and minimize 
the pain experienced in or from all the results of all one's ac- 
tions, choices, or decisions; (3) the social problem is simply that of so 
arranging society's institutions and laws and the relations and interac- 
tions among its members, that for everyone the course of action most 
beneficial to himself will be always the one most beneficial to his fellows 
also, and deterrent penalties of self-injury will be attached to all courses 
injurious to others; and, finally, (4) all this can be achieved by creating 
and applying an exact science of ethics, jurisprudence, and politics, us- 
ing as its master tool a (Bentham's) "felicific calculus," of the relative 
quantities of pleasure and pain to be expected as results of different 
private and public actions, and so of the pattern of all actions re- 
quired to bring about "the greatest happiness of the greatest number." 

It is worthwhile to glance back, however, at earlier pre-Benthamite 
forms of utilitarianism — the type of ethical theory identifying the moral 
"goodness" of actions with their "utility" for or in the production of 
human "happiness" — before taking up, in more detail, the special de- 
velopment given to this creed by Bentham and his followers. Most of 
the social thought of the Enlightenment had been more or less strongly 
tinctured by or with this general idea, though it usually had been 
combined or blended with the more absolutistic or less relativistic ethi- 
cal "natural law" ideas which Bentham, as we shall see, professedly re- 
jected. That is, there had been a prevailing faith that "The Wise 
Author" of all nature and human nature had so "designed" them that, 
by a planned coincidence, the intrinsically right or good actions, pre- 
scribed by the divine-and-natural moral law or code, would also always 
turn out to be the actions most "useful" in or through their results for 
the "happiness" of the actors and of society at large. So it eventually be- 
came a "natural" further step to drop the insistence on — independently 
and intuitively cognizable — intrinsic or absolute "right and wrong" or 
ethical "natural law," and accept the study, simply, of the results of all 
actions for the happiness of mankind, as sufficient to determine their 
degrees of "goodness" or "badness." 

But about the earliest important form of or transition toward this 
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new doctrine to develop in a part of English thought — ^before Bentham’s 
time — was the ''theological utilitarianism'' of a number of eighteenth- 
century divines who taught that God had so perfectly arranged the re- 
wards of pleasure and penalties of pain for the actor, which invariably 
follow all possible actions — in this life or in the next or afterlife — that 
the best behavior, most conducive to the happiness of one's fellows 
generally, is always and alone expedient for everyone in his own self- 
interestd Other more secular, and political, philosophies could easily 
transform this, or develop independently on a line parallel with it, by 
putting the State in the place of God, i,e., by holding it to be not the 
already accomplished work of the latter but the task or function of the 
former, thus to so arrange deterrents and incentives — all fully effective 
within this world — as to lead each citizen, in best serving himself, to 
best serve society. It was this last development of the basic line of 
thought, first carried out in France by some of les fhilosofhes — intel- 
lectuals contributing to the ideology of the French Revolution — ^which 
Bentham took over especially from his French forerunner within that 
group, Helvetius, and made his own and the basis of his system.^ And 
with it, he also took from Helvetius (and the Enlightenment generally) 
an associated, still more general doctrine or conception that we have 
already noticed — that of the "mechanical" or "mechanistic" structure 
or pattern of all nature or existence including all human life, as a system 
of relations (scientific "natural laws") connecting all events, including 
all human experiences, thoughts, and actions, into one endless chain of 
causes and effects. It was a basic assumption of Bentham's thought that 
every man is a reasoning and happiness-seeking "machine," reacting to 
his stimuli on the lines required to maximize his happiness, and thus 
capable of being manipulated, by applied-scientific statecraft and legis- 
lation, so that he will always maximize both his own and his contribu- 
tions to all mankind's happiness. 

Let us now look for a moment, however, not at Bentham's in- 
tellectual antecedents and basic ideas, but rather at his odd personality, 
early situation and career, and first practical aims; since all these factors 
greatly affected what he did with the ideas that he absorbed and those 
of his own which he added to them. Jeremy Bentham was a queer, ec- 
centric individual, who has seemed unattractive, even repulsive, to 
many students. Many word-portraits of him have been unfair cari- 
catures, but he was in himself almost a caricature of "the intellectual" 
— generally overserious to the point of ridiculous solemnity, conceited, 
given to "pontificating" on all occasions, and to mistaking the simple 

^ See Ernest Albee, A History of English Utilitarianism (New York: The Mac- 
millan Company, 1902), pp. xiii-xv and qhap. 4. 

“See Sir Leslie Stephen, The English Utilitarians (London: 1900), vol. i, 
p. 177. 



and plausible abstract, general theories which appealed to him, for all- 
important, universal, and eternal truths. Although his blood was purely 
English, his mind was in one sense or way peculiarly un-English, or at 
least had a bent which seems the opposite of that which is commonly 
imputed to ''the English mind.'' The latter is generally said to have little 
use for abstract, general ideas and theories, even less for all-compre- 
hensive, architectonic, logical systems of them, and least of all for at- 
tempts to formulate in this way, or make fully and clearly explicit, the 
most basic assumptions underlying all its views or convictions; it is said 
to prefer concrete experience to abstract theory, rough and flexible rules 
of thumb to precise and rigid principles or doctrines, and the test of 
results to that of logic. 

Now in a way the substance of Benthamism does conform to that 
English recipe. Utilitarianism is the principle of having no (moral) 
principles except those found by experience, in actual situations, to 
lead in practice to the most "useful" results, i.e., the greatest (personal 
and) general "happiness." But the intellectual method employed by 
Bentham and his disciples to elaborate and support this point of view — 
by deducing a complete system of both theorems to explain all human 
behavior, and precepts to control it, from a few initial propositions held 
to be universally agreed upon and indisputable — was "un-English," and 
more in line with the main traditions of French and Continental Euro- 
pean thought — if the usual generalizations about these matters have 
any validity. Bentham tried to give a logical and systematic intellectual 
formulation to the "common-sense" beliefs which he, and most or many 
other Englishmen of his time, held; and the resulting discrepancy or 
tension between the substance and the method of his thought makes 
it very difficult to achieve a fair description and evaluation of it. His 
"system" as a whole, I think, contains both a great deal of shrewd, good 
sense and a great deal of nonsense. The good sense resides in the in- 
trinsically imprecise or vague elements of the "common-sense" sub- 
stance, and the nonsense enters through the unwise effort to formulate 
them with entire precision. It was in the highest degree "useful" and 
salutary to admonish governments that the function of all laws and 
public policies is to be "useful" for or conducive to the general happi- 
ness or welfare of the governed. But it was in the highest degree 
chimerical, useless or futile, and in many indirect results mischievous, 
instead of salutary, to believe and propagate belief in the possibility of 
working out exact rules for maximizing a social sum of individual sums 
of happiness — ^rules that would do this and be the rules of an applied, 
exact science or scientific art of "social engineering." 

Bentham's foible in that direction, however, was very prevalent in 
his generation, and his personal eccentricities and bent of mind only 
led him to carry it further than did most of his contemporaries. Born 
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well back in the eighteenth century, and fully launched upon his career 
by its end, he became, however, the adored and highly influential leader 
of a band of able disciples only in his full maturity and old age, i.e., in 
the first three decades of the nineteenth century. Having some inherited 
wealth — enough to make him financially independent — he was a free- 
lance thinker, writer, and reformer with no other profession or connec- 
tions. He devoted his life and abundant energies, from his early youth 
on, wholly to his self-conceived mission of discovering, and teaching 
and proving to all who would listen to him, the true principles of good- 
and-wise legislation and human conduct. Holding the law — the body 
of laws enforced in each state — to be terribly important as the mass of 
rules by or through which all men are governed, he made the study and 
reform of law, or legal systems, his first and continuing, central field of 
work; and developed the other parts of his total system of thought — his 
views in psychology, ethics, political theory, and political economy — 
as auxiliary parts either contributing to or supplementing his ju- 
risprudence or philosophy of law. 

He had, however, no use or respect for the professional body or guild 
of lawyers, and held their traditions of thought to be peculiarly stupid, 
irrational, rigid, unprogressive, and in general effect inhumane or bar- 
barous. In particular, he despised the cherished character of English 
common law. The accumulation of all past judicial decisions, and their 
use as precedents to guide each new generation of judges in deciding 
similar disputes or cases, seemed to him to yield merely an unordered 
heap or hodgepodge of mutually conflicting and mostly antiquated, no 
longer relevant, implicit rules of law, which derivedf their authority 
from nothing better than mere blind tradition, and were peculiarly re- 
sistant to rational, progressive, and humane reform with the progress of 
'^enlightenment.'^ The law, he thought, ought to be a rational science or 
logical system of all the general rules or principles, and sanctions to en- 
sure obedience to them, which are needed to direct all human conduct 
(or the part of it needing and properly subject to legal control) onto and 
along the paths conducive to the greatest general or universal happiness. 
And to make it that, or with that in view as the ideal goal, there must be 
a radical break with all mere tradition or old precedents, and a thor- 
ough, complete, systematic rational revision of all existing law, which 
then, as revised, should be codified. A bit later on in this chapter, I shall 
return to, and describe in somewhat more detail, some of Bentham's 
principal ideas about the character and basic elements of the ideal body 
of law or legal system. But at this point I must detour into the develop- 
ment of his political theory of the form or kind or system of government 
which would be required and able to produce, develop, maintain, and 
enforce his ideal system or code of law. 

Understandably, in view of his conception of the latter, he at first — 



in his youth, still within the eighteenth century — inclined toward the 
then widespread ideal of government by an 'enlightened despot,'' 
who should as nearly as possible realize the ancient ideal of the perfect 
lawgiver. But it is very interesting to follow and understand the evolu- 
tion of his political thought from that starting point to the extremely 
different position he finally arrived at, which made him and his dis- 
ciples in early-nineteenth-century England the leading advocates of 
full-fledged, radical, political democracy. From first to last, his interest 
in political theory, as such, was subsidiary to his primary interest in 
the philosophy and reformation of the law; and what he sought to con- 
ceive and bring about was the form of government that would be, 
on the whole, best fitted to function as the agency that would in time 
remake all law into what it should be. He began with efforts to work 
through or upon the existing government of England as it stood in the 
late eighteenth century; i.e., he sought to "enlighten" a few leading 
members of the aristocratic governing group, or to convert them, 
through argument, to his ideas of the needed legal reforms, and per- 
haps, by making these powerful men his active disciples, he hoped grad- 
ually to transform the existing government, as far as this should 
prove necessary for the purpose, into one more nearly realizing the 
ideal of "enlightened despotism" — or "enlightened" oligarchy, which 
might serve as well. But he made no headway at all in these efforts to 
find or make converts within the ranks of the ruling noble lords, and 
soon became fully disillusioned with this program. And he came to see 
that on his own theories about the mainsprings of all actual human 
thinking and behavior, he had no logical ground for expecting anything 
else but the failure he had met with in this quarter. 

Every man is necessarily directed in all his feelings, thoughts, and ac- 
tions by his own self-interest — the (to him apparent) conditions of his 
own greatest happiness. Coincidence of the self-interest of each with 
the common interest of all — of the conditions of each one's own with 
those of universal happiness — does not by any means fully exist in exist- 
ing societies, but has to be realized or brought into (complete) existence 
through all the requisite institutional reforms. In aristocratic states, the 
selfish interests of members of the ruling class in retaining their posi- 
tions and privileges are in conflict with the interests of the main body 
of the people, and make them (the aristocrats) incapable of wanting, or 
of being led or persuaded to want, to support or aid any carrying out of 
the reforms that are needed in the interests or for the benefit of "the 
greatest number" of the people. If a government is to be expected to 
remake all law into what it should be, i.e., to make and administer all 
and only the laws required to advance the happiness of the people 
generally, then this must be a government so framed as to fully align 
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the self-interest of each legislator and official with the interests or desires 
of the people or of the majority among them. And this means that it 
must be a political democracy, in which only the governors who best 
serve the governed can both gain and retain their powers. 

It w^as by this line of reasoning that Bentham was led to advocate 
political democracy, and in consequence his theory or ideal conception 
of the latter was and remained the purely 'mechanistic ' vision of a 
self-equilibrating system of interest pressures operating on and through 
the government, and mechanically producing the legislation most 
strongly desired by the popular majority. There were some stipulations 
intended to ensure that the potencies and balance or resultant of the 
forces at work would be such as to produce that democratic outcome: 
there must be universal, equal suffrage — all adult citizens must have 
equal voting rights; all the legislators must represent equal con- 
stituencies, and need election and reelection by majorities of those vot- 
ing on them; the representative legislature must have full control of 
the executive government and, indirectly at least, of the selection, 
powers, and conduct of all officials; and all the people as voters must, in 
time, be educated to the point of being able to vote in line with their 
true interests always, and be immune to the propagandas and pressures 
directed at them by interest pressure groups attempting to mislead them. 
The countless difficult problems not really solved by this crude theory of 
democracy are fairly obvious; but despite its rather utopian character 
and all its gross defects, the Benthamite conception of and program and 
argument for political democracy was on the whole an admirable and 
great achievement in and for its time. 

It would be going too far afield here to go into detail about the actual, 
gradual growth or realization of political democracy in nineteenth- 
century England, and the part that was played in that process by the 
politically active members or adherents of the Benthamite circle. They 
of course were by no means the only, and perhaps were not the most in- 
fluential, contributors to that development in the world of practice; but 
they supplied a good part of the intellectual leadership of the move- 
ment, and were far in advance of it in the sense of being very early 
advocates of the full-fledged democracy that was not achieved until a 
much later time. They supported and aided the first great step that was 
taken toward the goal, the passage of the Reform Bill of 1832, which 
made the House of Commons more representative of a larger fraction 
of the English people, but which went much less far than they wanted 
to go. And the later reforms which together gradually went the rest of 
the way owed something at least to the lingering aftereffects of their 
early writings, speeches, and agitations. In their early time their bold 
advocacy of a complete democracy, which was a frightening idea to most 



upper-class Englishmen, was perhaps one of the causes of the fact that, 
besides being called ‘'the Utilitarians'' and “the Benthamites," they were 
also called “the Philosophical Radicals." 

They were “radicals," however, not only on that question but on all 
questions — though not in the sense in which we use the word radical 
today, meaning extreme, revolutionary, and often violent, but rather in 
the word's original and proper and then current sense, in which it was 
applied to all fully “rationalist" and antitraditionalist thinkers-and-re- 
formers whose visions, analyses, and programs tried to deal especially 
with the “roots" of all human practices and institutions, and aimed at 
(though often only eventual and gradual) “root-and-branch" reform or 
reconstruction of society. Most or many of the quite early nineteenth- 
century “radicals" in English and European and all Western politics 
were in or from the middle or bourgeois, not the laboring, class and 
were “radical" or thoroughgoing individualists or libertarians, not so- 
cialists or collectivists like the people who are mainly thought of as 
“radicals" today; though there were some (“utopian" and other) so- 
cialists among the “radicals" of that early time, too — as we shall see later 
on in this book. There was in England in the time of the Benthamites 
a Radical party with that name which later coalesced with the older 
Whig party to form the Liberal party; and the Benthamites were “phil- 
osophical radicals," supplying much of the intellectual leadership of the 
Radical party, and a bit later, of the Liberal party. Political democracy 
was only one part, though it was an important part, of all that they stood 
for and worked for. 

But I must now return to the logical starting point of intellectual 
Benthamism as a whole and, proceeding through it from that point, 
describe and discuss in a more detailed and systematic way — taking 
these up in a logical sequence — all the main divisions or parts of it as a 
body of doctrines in the fields of all the human, social, or moral “sci- 
ences" — ^psychology and ethics, the science and art of education, poli- 
tics and jurisprudence, and (the strictly Benthamite, not the Ricardian) 
economics and political economy, or positive and normative theory of 
the economy and the role of the state and the law in relation to it. 

THE SYSTEM OF DOCTRINES 

’^“Nature has placed mankind under the governance of two sovereign 
masters, pain and pleasure. It is for them alone to point out what we 
ought to do, as well as to determine what we shall do." ^ That sen- 
tence, which opens one of Bentham's many books, his lengthy Intro- 
duction to the Principles of Morals and Legislation^ succinctly states 

® Jeremy Bentham, An Introduction to the Principles of Morals and Legislation 
(New York: Hafner Publishing Company, 1948), p. i. 
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the twin propositions which formed the foundation of his whole edifice 
of thought. He believed that — together with their reasoning minds — 
men^s impulses to seek pleasures and avoid pains are both the main- 
springs of then actual behavior and their potential, true guides to all 
good behavior. And it is necessary at the outset to grasp clearly the dis- 
tinction and the relation between the positive and the normative — the 
psychological and the ethical — part or member of this ^^pair ^ of doc- 
trines. , Men do seek to maximize their pleasures — satisfactions of their 
wants or desires — and minimize their pains — dissatisfactions or frustra- 
tions. But they generally accomplish this only very imperfectly because 
their knowledge (foreknowledge of the actual consequences of their 
choices for their later realized enjoyments and sufferings) is too limited 
and otherwise imperfect or mixed with illusions, superstitions, preju- 
dices, etc.; because they use too little reflection and/or faulty reason- 
ing; and because their societies are so badly organized that in striving, 
as individuals, to fulfill their own desires, they become involved in 
mutual conflicts and defeat or frustrate each other s efforts; The goal 
to be sought then — through universal education and social reconstruc- 
tion — is a society of men who will really, always, make and carry out 
the right decisions, i.e., those really required, in the actual circum- 
stances, to bring about the best possible results for their own and each 
other s happiness. The gap between what human behavior is and w^hat 
it ought to be is attributed in Benthamism not to any “wrong'' or “evil” 
basic human desires; the idea that there are any such desires is rejected 
as self-contradictory, for under Bentham's definitions “good” means 
simply “pleasant” which in turn simply means “desired,” while “evil” 
means “painful” which means “undesired.” Rather, the gap between 
actual and ideal behavior is attributed entirely to (i) the deficiencies 
of men's knowledge and reasoning (about the factual conditions of 
success in attaining their ends), and (2) the defects of their ill-orga- 
nized societies, which often make injury or frustration of each other a 
condition of their fullest successes as individuals, instead of making 
the latter always dependent upon the best service to each other. ^ 

But I must still further stress a few points about Bentham's easily 
confusing uses of his basic terms, “pleasure” and “pain.” He did not 
use these as they are often used, in the narrow sense of physical sensa- 
tions (only) signifying satisfactions or nonsatisfactions of the bodily 
appetites (alone); instead he u^ed them always in the broadest possible 
sense, of all experiences felt by the experiencers as pleasing or displeas- 
ing, i.e., as signifying fulfillments or nonfulfillments of any of their 
desires, of whatever kinds. Satisfactions and frustrations of intellectual, 
aesthetic, religious, moral, and all “high” aspirations were included 
equally with those of “base, animal” desires! Thus it is not true that 
Benthamism either assumed as prevalent in fact, or approved as ethi- 



cally adequate, the hind of conduct which results from aiming only to 
satisfy the latter, or running toward ^pleasures ' and away from 'pains'' 
in the narrow and "low" sense. Instead ^e most devastating valid criti- 
cism of the creed's basic notions is that it defines those key words so 
broadly as to make its psychological and ethical "first principles" mere 
truisms or tautologies — assertions that include and agree with all the 
possible facts and views, and thus convey no information. To say that 
all desires are and should be desires for "pleasures" or ingredients of 
"happiness," and define these words as meaning the goals of all or any 
desires whatever, is to say only that men desire whatever they desire, 
and should desire whatever they should desire; to include all the possible 
answers in a blanket formula, and thus beg all the crucial questions. ^ 
The real significance, however, of this way of thinking is that it 
tries to start out hy formulating a fully general or all-inclusive aff roach 
to the problems of human life or conduct, so that all of the particular 
facts, relations, and possibilities can then be examined with the aid of, 
and be fitted into, this conceptual framework. ^Also, Bentham aimed 
or hoped — the belief in this possibility was his great illusion — to make 
psychology and ethics quantitative, mathematical sciences by working 
out a method of measuring or weighing the relative strengths or intensi- 
ties of all human desires and aversions and the relative magnitudes or 
degrees of importance of all satisfactions and dissatisfactions, and arriv- 
ing at formulas that would specify the conditions of simultaneous at- 
tainment by all men of their "optimal" or best possible patterns of 
behavior, maximizing their (properly weighted) aggregates of achieved 
satisfaction of all their needs and wants, in their real situations. ^Actual 
behavior would then be explained as all the resulting actions, roughly 
tending toward those "optimal" sets of results that in the world as it is 
are too blindly aimed at. The extreme generality of Bentham's thought 
and its "quantifying" bent account for his refusal to accept any rank- 
ing of different kinds of desires and pleasures in a moral hierarchy, or 
any qualitative distinctions of that kind. It was his contention that the 
"lower" pleasures are so regarded only because common experience 
shows them to be, all things considered, the sm>aller pleasures; and that 
full, exact understanding of the entire spectrum could best be achieved 
by reducing all qualitative distinctions and gradations to quantitative 
ones.^But further, he insisted that each individual must be his own 
judge in thus ordering and evaluating his own experiences; if anyone 
prefers pinochle to poetry — gets more pleasure from the former than 
from the latter — then the former is for him the "better."j^ 

And yet, finally, Bentham could thus, think that he accepted all the 
desires existing in anyone as legitimafe— or as deserving some degrees 
of satisfaction and capable of receiving them along with concurrent 
attainment of adequate or proper satisfactions of all the other desires 
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of the same and all men — only because he in fact, although uncon- 
sciously, imputed value-judgments and desires like his own, and those 
of other decent contemporary Englishmen, to all men; he could not 
imagine all or many of the '^hellish” desires and perverse * pleasures” 
which in fact are prevalent in this wicked world. This too explains why 
he thought that his really neutral or empty — ^purely general, nonspeci- 
fic — basic theory of life as pursuit by all men of their 'greatest happi- 
ness” or fullest satisfaction of their actual desires, was a theory leading 
with logical necessity to his fairly specific, liberal-democratic vision of 
the good society. What in fact led him to the latter was not the former 
but the set of more specific, implicit value-judgments which he read 
into and confused with it. What regime and set of public policies in a 
particular society will make "the greatest number” of its members 'Tap- 
piest” depends on the qualities of the desires that are most strong and 
prevalent among them. If those are of the right wrong) sort, they 
may be much more fully satisfied by or under a bellicose despotism than 
by or under a pacific liberal democracy. Bentham really assumed a uni- 
versal nonexistence in mankind of any other desires than those which 
— ^however varied — are all potentially compatible with or adjustable to 
one another; or capable of being reconciled (to the point of foregoing 
any violent aggressiveness) to the only partial satisfactions consistent 
with as fair measures of satisfaction of all other existing desires. And 
this assumption helped him, also, to retain the age-old overconfidence 
in the power of the "reason” in all men to control or determine all their 
choices of means to their ends in their situations, or make all of their 
conduct in that sense fully "rational.'i^Iis was indeed a far too simple, 
innocent "psychology” containing no real perception or suspicion of 
the wild dark jungle of the human passions, their frequent power to 
overwhelm weak "reason,” and the stubborn irrationality of much hu- 
man behavior. | 

I have not yet sufficiently spelled out and/or emphasized one vital 
difference between the first premise of Bentham's psychology and that 
of his ethics ./His basic psychological principle was that of egoistic 
hedonism — that everyone's actual behavior is determined ei^tirely by 
"self-interest” or the aim at his own "greatest happiness.” | And yet at 
the same time his basic ethical principle was that of universalistic 
hedonism — that the proper ethical goal is the greatest happiness of all 
mankind^t was this discrepancy between the positive and the norma- 
tive side of this system of thought which made the concept and problem 
of "the harmony of interests” within society crucial and central for it. 
The individual members of society who were assumed to be inherently 
selfish could be expected or be led to behave generally in the ways most 
conducive to the common welfare of the entire society only if it could 
either be shown to be true, or be made true (by the requisite reforms), 
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that all the self-interests are in harmony, i.e., that each in best serving 
himself will always also best serve all and vice versa^nt the confused, 
equivocal sense in which the self-interest assumption really was made 
and used, is reflected in Bentham's statement about himself, that he 
was as selfish as all other men but so fortunately constituted that he 
found his own greatest happiness in doing his utmost to promote that 
of all mankind. In other words, even ideal '‘benevolence” or "altruism” 
is only a special form of "selfishness,” since anyone who tries to help 
or benefit others does so because he wants to, and is acting to satisfy 
this want of his own or to increase his own happiness. This ambiguity 
is another result of the tautological way of equating pursuit of happi- 
ness or pleasures for one’s self with that of satisfactions of whatever 
are ones desires or interests. And there is in this result a confusion of or 
between the two different relations of the self to (all or some of) its 
interests — as their subject and as their object. In other words, there is 
a confusion of the harmless truism that all actions necessarily result 
from interests of (felt by) the self, with the different, restrictive, and 
partly false proposition that all must result from interests solely in the 
self or in winning benefits for it alone. At the same time there probably 
was in Benthamism in this connection — among its more truly realistic 
insights — the insight, only somewhat exaggerated by or through the 
mistake just described, that in fact a great deal of "selfishness” in the 
everyday sense is a very prevalent and stubborn trait in (most) human 
beings. And yet while the creed was in one way overpessimistic on 
this point, it was overoptimistic, almost utopian, in its confidence that, 
in a properly organized society of properly educated people, the "self- 
interests” of all could be made to yield the same results (behavior) as 
would flow from perfect universal "altruism” — because there would 
then be a perfected and universally perceived harmony among all the 
"interests” at work as motive-forces. It is, then, the development of this 
last conception — exhaustively traced by the great Belgian scholar, Elie 
Halevy, in his large work analyzing Benthamism, The Growth of Phi- 
losophical Radicalism ^ — ^which I must now, with some indebtedness 
to him but in my own way, summarily describe. 

It is not true that Bentham simply carried on the common, naively 
optimistic, and vague eighteenth-century belief in the Providential 
"design” of, and resulting "harmony” throughout, the entire cosmic 
"system of nature” including (each) human society in its "natural” 
form and state. The tendency of Bentham s thought was more purely 
secular, anticlerical, agnostic, and pragmatic than metaphysical; and 
his notion was not that of a preestablished or inherent, universal, time- 
less, and perfect "harmony” of or among all the forces of "nature” in- 

^ Elie Halevy, The Growth of Philosophical Radicalism, Mary Morris (trans.) 
(New York: The Macmillan Company, 1928). 
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eluding all human, psychological, and social forces. Instead, his idea 
was that of a harmony^^ of the ^^interests’^ of the members of any tolera- 
bly well-organized society, already partly and imperfectly in being, 
and, to he more fully achieved ^ created, or perfected by deliberate re- 
forms. The part of the optimism generated by the Enlightenment which 
Bentham fully shared was not its deistic faith in a wisely planned uni- 
verse, but its faith inspired by advancing science, in the power of human 
^reason’ to plan and reshape human societies so that all their members, 
in exchanging services, would best serve each other and themselves. 
There was even much more in Bentham's than, e.g., in Adam Smith's 
thought, of this notion of ^rational" planning and reconstruction of 
societies, to make them more fully harmonious. But he did conceive 
as already existing, e.g., in the England of his time, a partial or imper- 
fect harmony of the interests of the society's different members, factu- 
ally based in their division of labor and resulting interdependence, 
which entailed for everyone an interest in performing services for others 
in order to obtain their services, and a general interest in earning and 
retaining the good will of others as a condition of his own well-being. 
To perfect this harmony, partly through improved and universal edu- 
cation of the people to make them all more fully aware of their true 
interests or to ^^enlighten" and socialize them, and partly through all 
the needed reforms of or in the society's political, legal, and economic 
system, became the great aim of Bentham and his followers. 

To explain, now, the ideas involved in the educational aspect of 
that program, I must first turn to a further part of the group's (not 
primarily Bentham's own) work or thinking in the field of psychology, 
which I have not yet touched upon.^TTie already explained and dis- 
cussed ‘"hedonism," or pleasure-pain theory of all behavior, was not by 
itself the whole of the Benthamite theory of psychology, though it was 
fundamental. The other, no less important, part of the whole — this 
was developed mostly by Bentham's great disciple and lieutenant James 
Mill, the father of John Stuart Mill — ^was a special, quite elaborate, 
and in its day and way an impressive development of “associationism" 
in psychological theory. It was an effort to analyze all mental life — 
the sequential formation, flow, and pattern, in every mind, of all its 
sensations, perceptions, memories, imaginings, concepts, reasonings, 
emotions, and volitions — as a process conforming to or exemplifying 
a set of scientific laws of the "associations" of or among particular 
experiences and mental states, whereby each one as it occurs suggests, 
evokes, or generates as immediate successors the others that have 
become “associated" with it.yThis general idea is very ancient and 
had a many-centuries-long history of limited, partial development by 
diverse writers; in the eighteenth century it was much more fully 
developed on somewhat differing lines by David Hartley, Condillac, 



and others. James Mill avowedly huilt upon Hartley's work, and pro- 
duced, in his book An Analysis of the Phenomena of the Human Mind, 
a treatise which deserves to rank well among the historic classics of 
'scientific^' psychological theory.® "Associationism" may perhaps be 
called the introspectionist forerunner of modern "behaviorism” in 
psychology; or the latter's central notion of "conditioned reflexes” may 
be called a physiological translation or equivalent of the former's notion 
of "associations.'U^ for a time whenever you feed your dog you ring a 
bell, the dog will learn to expect and seek its food whenever it hears the 
bell; sensations which repeatedly occur together build up linked 
thoughts or responses — one becomes a ''sign” of the other. And if all 
mental life and/or behavior is but a fabric of such formed linkages, 
then — as both these schools of psychological theorists have tended with 
similar optimism to conclude — almost any mind and character can be 
molded or developed into one having almost any set of abilities and 
"bents,” by or through (from its infancy on) proper "conditioning” of 
the organism's "reflexes,” or education to form the mind's association- 
patterns. 

/This then was James Mill's central idea in psychology and the theory 
of education that he based upon it. The minds, characters, and conduct 
of men as citizens are made what they are by the association-patterns 
formed in their streams of consciousness by their experiences and edu- 
cations; and the task or function of education — in the broadest sense 
— is to so form these patterns, in the minds of all, that all will be model 
citizens And in combining this idea with the principle of "hedonism” 
which he shared with Bentham, he bridged the gap between the as- 
sumption of each man's innate, total selfishness — disposition to seek 
only pleasures for himself — and the ideal of conduct conducive to the 
greatest general happiness throughout society. His argument was that 
universal, proper, social experience and education, from birth through 
life, would cause everyone always to associate expectations of pleasure 
or pleasant consequences for himself exclusively with actions beneficial 
to his fellows — and painful consequences for himself with all actions 
injurious to them. Thus by what he called "the chemistry of the human 
mind,” pure selfishness could become in effect pure altruism. Though 
men would remain at bottom simply seekers of pleasures for themselves, 
i.e., selfish pleasures would really remain their ultimate ends, their 
efforts to give pleasures to others would become (i) the sole means 
or routes used toward their final ends, hence (2) always their imme- 

® See the good account of the scope of this work and its intellectual antecedents 
in J. S. Mill’s Preface to his “new edition” of his father’s booh: James Mill, An 
Analysis of the Phenomena of the Human Mind, J. S, Mill (ed.) (London: Long- 
mans Green & Co., Inc., 1869). 

® Ibid., vol. 2, chaps. 22-25. 
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diate or proximate ends, and even (3) their sole conscious aims, in all 
their conduct.'^ 

Now' to a considerable extent, in a rough, imperfect way, young 
children in existing societies already are ^^brought up^^ by parental dis- 
cipline and that of group life and experience, in that manner and with 
that result. The crudely, directly selfish, animallike infant learns, as it 
grows up, that actions injurious to and punished or resented by others 
— elders or contemporaries — result in more pains than pleasures for 
itself, and that only all actions which benefit and please others and win 
approval and rewards from them, are in fact safe routes to its own hap- 
piness. And the mental 'associations'’ thus formed, by oft-repeated ex- 
periences of what leads to what, become the components of the child's 
and young adult's character or "second nature." What is needed, then, 
to produce the good society made up entirely of good citizens, is simply 
a full, deliberate, scientific perfecting of the socializing or civilizing 
educations — personality-forming, complete, planned experience-pat- 
terns — given to all individuals from birth onward, to and into their 
adult lives. I will not use any of my limited space here to say more 
about Mill's or the Benthamite group's development and applications of 
this part of their scheme of thought — their philosophy of, and program 
to reform, all education. They did not in fact develop the idea very 
far beyond the starting point already sketched although it was an im- 
portant and revealing part of their total system of ideas. I must return 
now to other parts of their thought which they did more with or made 
more out of, and above all and first, to Bentham's philosophy of and 
program to reform all law-— the legal system of society. 

In moving on to this, however, I am not moving as far away from the 
ideas in psychology and about education, just described, as might be 
thought. For Bentham's ideal legal system was to do, in its own sphere 
and way, more of the same work which James Mill's ideal educational 
system would do in its sphere of operation upon the young. That is, 
the right legal system would continue, for all adults, the same channel- 
ing of the pursuit by each of his own success and happiness, into best 
promotion of the common welfare of all, by (again) attaching deter- 
rent penalties to antisocial behavior, and attractive rewards or incentives 
only to socially useful behavior; though in the main, as we shall see, 
the latter (rewards) were to be offered not directly by the law or the 
state but rather by or through the competitive market system operating 
within the right legal framework. In a sense the educational process 
alone was not fully trusted to endow the citizens as individuals with 
socially ideal characters (association-patterns) firm enough to remain 
intact even when or if continually exposed to adult experience-patterns 
of a contrary kind.^he right association-patterns in the mental lives of 

^ Ihid., vol. 2, chaps. 22-25 passim. 
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adult citizens must be kc'pt intact by making the legal system one that 
would cause their experience-patterns to continue to conform to and 
reinforce them. Jr" 

,/rhe best starting point, however, in considering Bentham's philoso- 
phy of law, the state, and the economy, is his rejection of the age-old 
and in his time (though already declining) still prevalent belief in a 
system of '"naturak' law, right, or justice and ^natural rights'' for all 
individuals;iand the nature or presuppositions and bearings of his effort 
to substitute for that ethical-juristic "'natural law" tradition, his own (as 
he thought) different and superior "principle of utility.')/ He found — 
correctly enough — that the ""natural law" idea had been and was being 
so diversely used and construed in different quarters that it must be 
regarded as, in itself, meaningless. Since everyone could give it any 
meaning he pleased, or appeal to it to sanction his own moral-and- 
political ideas, whatever their color, Bentham concluded that it should 
be universally discarded as a mass of empty jargon, a vehicle for all 
opinions, and a source of confusion. On the one hand the great eight- 
eenth-century English, ultraconservative legal writer, Blackstone, in 
summarizing and eulogizing the body of English common law, had 
declared it to be, as it stood, a practically perfect embodiment or expres- 
sion of the true principles of ""natural" law, right, or justice. And at the 
other pole, some extremists among the supporters of the French Revo- 
lution had appealed to the principles of ""natural law," as conceived by 
them, to sanction their really or virtually anarchistic ideas of ""the rights 
of man" as nature-given rights of all individuals to absolute liberties 
not to be curbed by any state or other human authority. The ""natural 
law" conception, then, was equally a cloak for the worst reactionary 
prejudices and for the worst anarchical fallacies. 

^ i!\ll this is quite true as far as it goes; what must be questioned is the 
validity of Bentham's faith that his own ""principle of utility" — setting 
up as the test of good law (legislation) its ""utility" for or conduciveness 
to ""the greatest happiness of the greatest numb^" — was itself really a 
determinate principle, free of such ambiguity^^here is not only the 
obvious ambiguity of that carelessly worded phrase or formula with its 
two superlative terms, leaving unanswered the question which is really 
to be maximized, the number or percentage of (more or less) happy 
people, or the intensity of the happiness of those most largely benefited. 
Beyond and apart from that there is the more fundamental ambiguity 
arising from the fact that the specific desires, and constellations of 
them, of different human beings, differ endlessly, and hence so do 
their ideas of ""happiness" or the word's meanings for them, and the 
conditions or requisites of fullest realization of their diverse and often 
incompatible kinds of ""happiness." Bentham's belief in the possibility 
of creating and using a true, logical-and-empirical science of the real 
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conditions of attainment of a maximal social aggregate of ^^appiness ^ 
or satisfactions of the needs and wants of the people generally, was 
his great delusion. Were such a science really possible, its achievement 
would, of course, give to the ^^utilitarian ^ test of *^good’^ law and gov- 
ernment — ^^utility’* for the happiness of the governed — a clarity or 
fixity of meaning not to be found in the old, supposed test o£ agreement 
or conformity with 'natural law’' or ideal "justice" (as conceived by 
each person appealing to that imaginary standard). But since in fact 
Bentham's projected "science" of the laws required to best serve the 
people's "happiness" was an impossible figment and bound to remain 
that, his "new principle" was really as vulnerable as the "natural law" 
idea, to his own chief criticism of the latter. 

Ambiguity, however, or openness to diverse and conflicting inter- 
pretations, is not necessarily so fatal a defect in a system of ethical, 
juridical, and political thought, as it is held to be by scorners of "all but" 
the kind of "exact science" which simply is not attainable in these fields. 
Any "philosophy" of this hind — asserting and arguing that such-and- 
such are the basic principles of "natural law," or conditions of best 
growth and prevalence of human happiness, or whatever — may be, 
in spite of all its inevitable intellectual defects, an achievement of very 
great intellectual, moral, and practical value, if it has both a good meas- 
ure of internal logical consistency and much of the relative wisdom that 
is the fruit of mature reflection or meditation upon a wide range of 
relevant experience. Thus neither Bentham's criticism of the "natural 
law" tradition, nor the similar criticism which applies as truly to his 
own "utilitarian" philosophy, really justifies any complete or very severe 
condemnation of either one, or "settles" any appropriate question about 
its merits or about how they compare with those of the other. The 
"natural law" philosophy in its best developments before Bentham's 
time in the tradition of liberal thought which he in his way continued, 
had on the whole very much to commend it; and his ovm liberal de- 
velopment of his "utilitarian" philosophy was — to my mind — in some 
ways superior and in other ways inferior to the "natural rights" phi- 
losophy of his forerunners. 

Nor were the two by any means so completely different in real sub- 
stance as he thought they were; he did not really abandon the whole 
of the earlier "natural rights" philosophy so completely as he thought 
he did. The notion of a set of rules so directing men’s conduct in their 
mutual dealings that they would fulfill the conditions of their own 
and each other’s welfare or happiness, always had been a large, inherent 
part of the meaning of the notion of the code or system of "natural 
law." Some at least of the further elements that were also included in 
the liberal conception of that system — ^involving, e.g., notions of par- 
ticular essentials of "true" human happiness or fulfillments of the 
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^ real needs^^ of '^human nature,” and an impartial, equal concern for 
the liberties, rights, opportunities, and happiness of all individuals — 
in fact remained implicit also in Bentham's thought, even though its 
explicit formulations appeared to exclude them. Thus for example, in 
laying down his dictum — quite unsupported by his basic formal prin- 
ciples — that in the computation of the social aggregate of happiness, 
every individual within the society was to count as one and only one 
unit;^entham was simply in substance repeating that assertion of the 
equdity of the natural rights of all individuals which was a very im- 
portant tenet of the liberal * natural law” philosophy of Locke and 
others.^On the whole, the differences between the older liberalism 
employing the language of the ‘natural law” tradition, and the new 
“utilitarian” liberalism, were only different distributions of emphasis 
among the several ideals contained in both. The utilitarian version 
shifted the main emphasis away from belief in individual liberty (for 
all men alike), as a final end or good in itself, to belief in the social 
utility or expediency of (much) liberty for all severally, as one of the 
main conditions of their greatest common or collective welfare or pros- 
perity and happiness; and away from belief in a fixed set of liberties, 
decreed by “nature” and limiting the authority of the political state, to 
belief in an active, “rationally” or “scientifically” planning and manag- 
ing state, which should grant and secure the proper liberties to all and 
act to realize and maintain all the conditions of their greatest welfare. 
And these alterations, though they strengthened liberalism as a creative 
and progressive force and helped it to develop a more adequate program, 
weakened the convictions underlying its most fundamental ideal — 
liberty for everyone — and opened a way toward utopian and potentially 
illiberal, authoritarian visions of an omnicompetent “welfare state.” 

We must now consider, however, some of Bentham's more specific 
ideas of the lines on which different parts of the body of English law, 
as it stood in his time, should be reformed to make them ideal instru- 
ments for causing men to act in the ways most conducive to their com- 
mon welfare. The field in which he most fully and clearly developed 
his ideas, and in which his critical and reforming work and influence 
brought about much improvement, was that of criminal law. Bentham 
was an important contributor to the modern progress of scientific and 
humane criminology, criminal jurisprudence, and penology. English 
criminal law in his time was still full of survivals from more barbarous 
ages — useless, cruel, and excessive punishments for petty crimes and 
misdemeanors, and other provisions reflecting irrational popular emo- 
tional attitudes. Bentham insisted that the sole purpose of legal punish- 
ments for crimes should be, not to express or gratify the public's desires 
for revenge upon the criminals, but only to deter men from committing 
crimes by causing them to foresee as certain results for themselves, 
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pains severe enough to outweigh all the pleasures they could hope to 
gain.^ The prescribed punishments should not be any more severe 
than necessary to make them effective as deterrents; and, besides enough 
severity in the prescribed penalties, the other all-important requirement 
was invariable certainty and promptness of conviction and actual pun- 
ishment. Bentham made those points and then went beyond them, 
using his hedonistic ethics and his ''felicific calculus ’ to argue that the 
penalties for particular crimes should be scientifically calculated and 
adjusted to make them represent or threaten the minima^ just sufficient 
pains required for the deterrent purpose. For in themselves all pains are 
evil, as all pleasures are good; good = pleasant, and painful = evil. The 
sole purpose of the law should be to do all it can to increase the sum 
of the pleasures enjoyed and decrease the sum of the pains suffered in 
society as a whole by making it not pay any individual, in resulting 
pleasure for himself, to destroy the pleasures of his fellows or increase 
their pains; and the pains inflicted or threatened for this purpose must 
be the least severe ones capable of doing the job, if the over-all purpose 
is to be best served. 

Criticism of that line of thought must be mitigated by recognition 
of the greatly useful work that Bentham accomplished by applying it 
thoughout his analysis and proposed reformation of all criminal law; 
but a good deal of criticism is still in order. His belief in the possibility 
of exact measurements and calculations of amounts of pleasure and 
pain added its fringe of fantasy to the sounder elements of his thought 
in this as in every field. And his belief in the possibility of making ap- 
propriate punishments for crimes always highly effective as deterrents, 
in the cases of all types of crimes and of potential criminals alike, was, 
of course, a result of the worst mistake in his theory of psychology: his 
assumption that all human behavior is essentially ^hational,'^ i.e,, results 
from foresight and comparison of the pleasant and painful consequences 
for one's self, and therefore can be controlled by controlling those con- 
sequences. 

But I must now bring into view the relative positions in his wider 
scheme of thought of his treatments of (i) criminal law, (2) one topic 
in the field of civil law — the institution and law of private property — 
and (3) political economy. In general, he envisaged a division of func- 
tions between the state and the economy. The state as the maker and 
enforcer of all law should largely confine itself to the negative part of 
the task of perfecting the harmony of private interests with the public 
interest, i.e., the task of defining, prohibiting, penalizing, and thus 
preventing all antisocial actions — making the actions that are contrary 
to the public interest also contrary to all private interests^^And the 
other, positive part of the same general or total task — rewarding and 

® Jeremy Bentham, The Rationale of Punishment (London: 1830), chap. i. 
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thereby evoking socially useful actions by individuals — should in the 
main be performed by or rather through the competitive market system 
or economy. Let the state, through the law and the deterrent penalties 
for violations of its rules, make all deeds injurious to others unprofitable 
for the doers; and then let the people, as individuals, acting within the 
law and through the market system, reward each other for and thus 
elicit from each other all desired or useful services. Rewards and pun- 
ishments — incentives and deterrents — represent the two ways of align- 
ing men’s self-interests with their common interest. Although the state 
is required for the work of developing and applying all the requisite 
deterrents — the task of attracting men and their resources into different 
lines of socially useful work, with incentives properly adjusted to the 
public’s demands for different kinds of work and the abilities and alter- 
native opportunities for the doers of them, can (in the main) be done 
far better through a competitive market economy operating within the 
framework of the law. 

^J-^hall return in a moment to Bentham’s argument in support of that 
laissez-faire thesis, as presented in his Manual of Political Economy^ a 
small work or essay also published (in French by the translator Du- 
mont) as Part Four of another work of Bentham’s, The Rationale of 
Reward.^/But punishing and thus preventing crimes is not, he recog- 
nized, the only work which the state must do. There must be, besides 
the body of criminal law, also a body of civil law including the law of 
property and contract, which enables men to carry on their businesses 
and dealings and to know what belongs to whom, and on what condi- 
tions their promises to and claims on each other will be valid and bind- 
ing, ^entham’s ideal economy required a system of private property 
rights as its legal foundation; ^and his view of the ground of moral justifi- 
cation of private property rights must now be considered before we go 
on to further consideration of his views in economics. 

Property rights, of course, were not for Bentham 'natural rights,” 
for he repudiated that conception. Like all rights in his system, they 
were purely state-created legal rights, to be justified, if at all, only on 
the ground of their social utility or expediency — conduciveness on the 
whole, through the sum of their consequences, to "the greatest happi- 
ness of the greatest number” of the people. And he recognized, at the 
outset of his discussion of private property, a set of unfavorable conse- 
quences arguing, as far as they go, against the institution. It results in 
a society having a highly uneven distribution of wealth and income — 
containing a few very rich, more only moderately rich, and many poor 

® Jeremy Bentham, The Rationale of Reward (London: 1830). In this edition — 
a retranslation from the French edition of all Bentham's works by the French 
translator Dumont — part 4 was added by Dumont from an originally separate 
essay by Bentham, called A Manual of Political Economy, 
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people. And Bentham’s ^'felicific calculus*^ included or led him to an 
anticipation of one part of the later ^'utility economics^’ — the principle 
of the ^'diminishing utility’' to anyone of further additions to his wealth, 
beyond the amount required to satisfy his most urgent needs and wants. 
Public measures, then, to confiscate and redistribute wealth or lessen 
economic inequality — transfer income from the rich to the poor — 
would in the first instance increase the social aggregate of happiness, 
want-satisfactions, or economic welfare, by taking from the rich only 
trivial satisfactions and giving important new ones to the poor. Bentham 
granted the validity of this argument within its own terms or field of 
reference, but held it to be outweighed by a counterargument concerned 
with other considerations. A private-property system, by making every- 
one "secure” in the knowledge that he himself would own and enjoy 
the fruits of his own productive efforts and achievements, would set 
up strong incentives causing all to strive to maximize their own produc- 
tive contributions. And the probable result, in Bentham’s judgment, 
would be a national output of wealth, to be distributed, so much larger 
than could be obtained otherwise that, despite unequal distribution, even 
the poor would be (in the long run) richer or less poor than they would 
come to be under any regime not providing the strong incentives to full 
productive effort by all, which only a private-property system could 
provide. Thus Bentham originated both the main argument that has 
ever since been used by socialists and egalitarian reformers of all kinds, 
and the main counterargument used by defenders of the system of 
property rights at the basis of pure "capitalism,” in the debate as to 
which kind of regime offers the greater promise of leading toward aboli- 
tion of poverty. And it was typical of Bentham’s thought thus to state 
the grounds of both views, and decide between them only on the basis 
of a judgment about probabilities to be verified or not by subsequent 
experience. 

In Bentham’s over-all conception, then, of the well-arranged and 
hence well-functioning society and economy, the state through the law 
would do two things (mainly) to enable the economy to function on 
the lines determined by a full harmony of all men s self-interests with 
their common interest. The state, through the criminal law, would 
close (make actually disadvantageous for all individuals) all roads 
(which would otherwise be such) to private gains through acts injuri- 
ous to others or the public, thus leaving open as roads to private gains 
only all types of services to others. And through the law of property, 
the state would further tie all private gains to public services by making 
whatever others (the market) would pay for the productive services of 
each individual and/or of his possessions, the source and measure of his 
incomef^The remaining work (in perfecting the harmony of interests), 
would be to so adjust the relative magnitudes of the rewards or incen- 
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tives for diflferent services — contributions to the outputs or supplies of 
different goods or products — as to lead all severally, in choosing the 
activities and courses most advantageous for themselves, to choose those 
most beneficial to the public, i.e,, most productive of things most in de- 
mand; and this could be done best by or through the automatic working 
of the competitive market or price system, operating under the general 
conditions thus created by the state through its legal system. This view 
of the proper functions of the state, and the functions capable of being 
hetter performed by a market system ''free^' from state '^interference'' 
in its sphere, was what the counsel of laissez fake as to economic policy 
meant, as a part of Benthamism. And Bentham presented his general 
argument for this position most clearly and fully in the tract already 
mentioned above — his Manual of Political Economy, also appearing as 
Part Four of The Rationale of Reward, 

The Rationale of Reward, apart from that added fourth part, deals 
with the "principles" to be observed by governments in acting directly 
to reward and encourage — e.g., contributions to science and inventions 
— socially useful private achievements not sure to be adequately in 
demand in the markets. But our main interest here is in the argument 
of Part Four or the Manual, directed against state subsidies, loans, and 
aids to favored industries and enterprises, restrictive regulations of those 
not favored by the government in power, protective tariffs, and all 
devices to make the pattern or balance of production of different goods 
and services — the allocation of society's manpower and resources among 
various activities — different from that which the "free" automatic opera- 
tion of the market or price system would bring about. And the essence 
of this argument is very simple: that the judgments of public authorities 
as to which activities should be especially rewarded and encouraged, 
and what the pattern of relative rewards should be to bring about the 
socially most useful pattern of activities, cannot be as fully informed, 
impartial, and accurate as the set of judgments (reflecting those of all 
the people as consumers) which are formed and registered and made 
effective in the markets and through the price system. 


BENTHAMISM AND ECONOMICS 

I regret that I cannot take up in this chapter any of Bentham's other 
contributions, in other writings, to economics. He made in all a good 
many substantial ones, and was in his own right an economist of no 
mean abilities and achievements. His main historic importance, how- 
ever, is based on his work and intellectual output in other fields already 
surveyed here; and for all its interest, his work in economics had and 
has far less importance than that of Ricardo, who became the great 
authority on economics in and for the circles or receptive public made 
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up of both his own and Bentham^s followers. The two men were not 
by any means in complete agreement on all questions in the field of 
economics; but they seem never to have discussed their points of dis- 
agreement, or even paid much attention to each other s writings or 
opinions in this field. Since Bentham was mainly absorbed in develop- 
ing his whole, broader system of thought, he left the expressions of 
his views in economics — a minor part of the total field of his interests 
— so scattered about in various parts of his writings, generally concerned 
more or as much with other subjects, that they may scarcely have come 
to the attention of Ricardo, whose interests were concentrated in eco- 
nomics only. Ricardo's prestige and influence in all economic discus- 
sions, throughout the overlapping circles that were his and Bentham's, 
became so great that on economic questions Bentham's views, when 
they differed from Ricardo's, got little attention; and apparently Ben- 
tham himself hardly ventured to argue with Ricardo. In any case, their 
differences on various special points or questions, though numerous and 
often significant, were minor as compared with their broad general 
agreement, as advocates and theorists of a liberal competitive economy 
and as at once admiring and critical students of Adam Smith's Wealth 
of Nations. There remains a problem, however, as to why Bentham 
did not develop the fundamentally different, un-Ricardian theory of 
value and of all economics, which was logically implied in his pleasure- 
pain psychology and ^ffelicific calculus," and was to be developed at a 
later time by the economists who reconstructed their science on the 
basis of their ^^utility" concepts. I must say a few words about this 
problem, before ending this chapter with my final remarks about 
Benthamism as a whole. 

^ If the view which has been expressed by various writers is accepted, 
that Bentham's conception of all human behavior as pleasure-maximiz- 
ing is the both logical and historical source of the conception (in all 
economic theories built around this) of economic behavior as gain-max- 
imizing,»\’then it is very difficult to understand Ricardo's, and of course 
still more Bentham's own, failure to work out the fully and directly 
hedonistic theory of economic behavior in the same kind of thorough, 
detailed, and systematic way in which that was done later by the more 
modern 'utility" economists. But ‘fti fact the assumption that economic, 
i.e., business, behavior is or tends to be gain-maximizing, which had 
been the familiar, accepted, matter-of-course assumption in most eco- 
nomic theory for centuries before Bentham's time, had its original roots, 
beyond question I think, not in the hedonistic or any formal psychology, 
but simply in the common experience of businessmen and observations 
of their doings by economists, to the effect that business activities are 
carried on "to make money," and to succeed in their aim must be guided 
by profit and loss calculations or estimates of comparative, prospective 
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costs and returns. And the costs and returns were usually thought of, 
not only by businessmen but also by most economic theorists — until 
long after Ricardo^s and Bentham's time — ^not in the psychological and 
subjective terms of pain-costs and rewards of pleasure or want-satis- 
faction, but in objective terms — either monetary, as in the conduct of 
business itself, or in ^ real” as opposed to monetary but still objective 
terms, i.e., as required inputs of labor-time and materials used up in 
production, and resulting outputs of products (in physical quantities). 

Economists learned, fairly early, to go beyond the common way of 
thinking familiar to businessmen, to the extent of analyzing the pursuit 
of wealth as the effort to maximize not simply the ratios of money re- 
ceipts to money costs or outlays, but the ratios of the quantities of goods 
(desired ones of course) obtained, to the quantities of labor-time and 
material resources expended to produce them or exchanged for them. 
The quantities-of-labor-and-goods calculus went a step nearer to the 
^^ultimates” involved than the pure and simple money-expenses-and- 
retums calculus, but still was concerned with physical or objective, not 
psychological or subjective quantities, and thus was not in the same 
realm of discourse with Bentham's ''felicific calculus.” And the latter 
as used by its author was not a new tool for economics, set up to super- 
sede the former in that field, but a way of generalizing and adapting the 
economic conception of rational or most useful behavior, for use in 
analyzing and reforming or improving the other departments of human 
life and affairs. The idea of all intelligent living as happiness-maximiz- 
ing, though itself very ancient in the literature of philosophy, psychol- 
ogy, and ethics, was never I think the source of the more or less equally 
ancient idea of business behavior as wealth-maximizing. But in this 
epoch and partly through Bentham^s work, it acquired or borrowed 
from the latter s already more precise elaborations and their common 
currency, a new, apparent precision and very widespread appeal or 
persuasiveness, within the culture of modern capitalism. Economic 
life as the pursuit of wealth was already becoming rationally organized 
in efforts to maximize the economic outputs, incomes, and wealth of 
all men and society; let all the rest of life or the pursuit of happiness 
become more rationally organized also, in appropriate institutions and 
behavior in all fields, to maximize the happiness of all men individu- 
ally and collectively! But the full working out of the repercussion of 
the hedonistic theory of life in its entirety, upon economic theory as 
the special theory of one part of life, was a later development, and was 
not much more largely or nearly carried out or anticipated in Bentham’s 
own work than in Ricardo s. ) 

No doubt another part of the explanation of that fact is that neither 
Ricardo^s nor Bentham's ''calculus,” or anything of the kind then 
widely known or available within either economics or the other social, 
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moral, or human ''sciences/^ had any benefit of or connection with the 
branch of higher mathematics which is now called 'calculus/' and 
which came to play an essential role in the development of the modern 
economic "utility analysis'^ and all modern economic theory. Ricardo 
and Bentham came very close to the way or ways of thinking about 
their subject matters which needed the mathematical tool of "calculus’' 
in the technical sense for easy, full, and clear expression and develop- 
ment of the ideas and reasonings involved. Ricardo's "law of diminish- 
ing returns" of additional produce from use of additional labor and 
capital on given land pointed toward modern "mathematical econom- 
ics/' and so did Bentham's anticipation, already noticed above, of the 
"law of diminishing utility" of the modern "utility economists" — yet 
neither man had any of the mathematical equipment which would have 
enabled him to work out fully all the latent implications of his lines 
of thought. It was their colleague Malthus, to be taken up in the next 
chapter, who predicted that "fluxions," as calculus was then called, 
would some day come into use in economic science and help to solve 
its problems, as it long had been solving those in the physical sciences. 
Bentham's lack of this set of conceptual tools no doubt helps to explain 
why he did not transform economic theory, or reject Ricardo's labor-and- 
goods approach and replace it with a wants-and-satisfactions or "util- 
ity" approach, as the later utility economists were to do. His crude or 
rudimentary "felicific calculus" — a mere "table" of most common (as 
he thought) hinds or sources of human "pleasures" and "pains," and 
the features and relationships likely to make them relatively great or 
small in magnitude — was hardly a tool that he could have used to do 
the work of reconstructing economic theory. Yet it is hard to be confi- 
dent of the validity or great importance of this explanation, in view of 
the fact that among the founders of the modern utility economics, 
while Jevons, Walras, and Marshall (in different degrees) all had and 
used the mathematical equipment which Bentham lacked, the no less 
original and effective and important "Austrian School" of Menger and 
his followers did a full and thorough job of the same kind without any 
such equipment. Hence I am the more inclined to stress mainly the 
other point which I first made above — that in Bentham's time and 
world economic theory was still firmly on its own mainly objective, 
not subjective, basis, and seemed to be doing all right on that basis. 
Besides, Bentham's main interests lay in other directions and did not 
lead him to think of analyzing economic life as such in terms of pain- 
costs and returns of want-satisfaction instead of in the Ricardian terms 
of physically required and measured man-hours of work, and physical 
amounts of products produced and exchanged for each other in the 
markets. 

Nor was it, to my mind, wholly regrettable or a defect of his work 
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that he did not do this; nor (later on) wholly a gain or an unalloyed 
gain for economics when others did do what he failed to do. Economics 
was already, in Bentham^s time, a bit more advanced toward the status 
of an ^ exact science'' than were the other 'moral sciences" equally 
within the wide field of his interests; and was so partly because it 
(economics) had available to it and was working with a more nearly 
sufficient body of manageable, objective, and thus empirically measura- 
ble data. Psychology, ethics, education, jurisprudence, and politics 
perforce had, and have, to work largely with their tenuous, elusive, 
unmeasurable, subjective data, and Bentham's efforts to reduce them to 
exact sciences with the aid of his "felicific calculus" were in an essential 
part illusory and productive of much nonsense. 

I think the later "intellectual revolution" in economic theory, which 
brought the subjective elements of its subject matter into the exclusive 
foreground of attention and pushed the objective elements, focused on 
in Ricardo's thought, into a neglected background, went too far and 
did harm as well as good to economic theory. But of course the early 
belief in the full sufficiency of the objective elements and data alone, 
or the virtually physical-science character of economic science, had its 
large component of illusion also. Not even economics can be wholly an 
exact science, precisely because as a human science it too has in its 
subject matter an essential part which is subjective and beyond the 
reach of truly scientific observation, measurement, description, and 
analysis. The early tendency to pay little attention to this part was a 
mistake, but so was the later belief that it — this subjective terrain — 
could be conquered by and for exact science, and made the basic part 
of strictly scientific economics. To these questions, however, we shall 
return in future chapters. 

There is perhaps no great need to say much more, in concluding this 
chapter about Benthamism, than I have said already. In spite of all 
the great intellectual weaknesses in it, which I have pointed out, it 
was on the whole in its time and world a very "useful," comprehensive, 
at least superficially clear and cogent, and constructive vision of the 
possibilities of, and the lines of effort needed to achieve, a rationally 
organized and functioning liberal society of free, enlightened seekers 
of more wealth and happiness, cooperating to attain them by building 
and operating a democratic state, a rational legal order, and a free market 
economy. The tinge of utopian optimism in the creed was not much 
more pronounced than was needed to make it, as it was, widely and 
highly effective or influential in spurring men to confident, hopeful, 
and zestful efforts along the lines it pointed out. At the same time it 
contained a good measure of down-to-earth "realism." Its recognition 
and acceptance of (most) men's simple, selfish, worldly aims or pro- 
pensities as facts which education and statecraft or public life must take 
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as data and try to cope with, and its stress on the need for a social order 
designed and fitted to utilize these psychological and social forces and 
make them as far as possible conducive to the common welfare, allevi- 
ated the utopian optimism and directed the eifforts inspired by that, on 
largely sound and truly useful lines. 

Yet the entire structure of thought or doctrine was superficial and 
glaringly deficient at important points, and one can sympathize to no 
small extent with the contempt expressed for it a few decades later by 
Carlyle, Ruskin, and others. The common association or linkage at the 
time, in the public mind, of all of Benthamism with the ^YlassicaF' — 
mainly Ricardian — 'political economy ^ has or had some paradoxical 
aspects not yet noticed here, but to be taken up hereafter. One may 
be mentioned now: the Benthamite vision as a whole was optimistic, 
not to say utopian, but the Malthusian-and-Ricardian economics as 
we shall see in the next three chapters had in it a strong strain or 
strand of pessimism about England’s, and every country’s, long-range 
economic and general future or potentialities. But this as we shall see 
was not quite as grim or unalleviated, really, as it often has been 
thought to be; and in many minds at the time the two bodies of thought 
or doctrine seem to have blended well and in some ways mitigated each 
other’s defects. The "classical” economics was on the whole I think a 
more solid "science,” more nearly deserving that designation, than 
the very much broader and (despite its pretended precision) vaguer 
system of thought about everything of Bentham and his followers. But 
the latter in its way expressed the wider context of ideals and assump- 
tions within which the "classical” theory of the "laws” of the economy 
was in fact conceived and can best be understood; and I go on now to 
the task of describing the growth and elements of that special economic 
theory, and helping the reader to understand it. 
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CHAPTER 6 


Malthus; Population Growth and 
Poverty; and Classical Economics 

It might seem logical to go on immediately from our story of Ben- 
thamism as the new, revised version of the classical liberalism in over-all 
social and moral philosophy, into study of Ricardo^s work as the main 
architect of the classical theory of political economy. But it seems ad- 
visable at this point to take up, first, the important, special contribution 
that was made to Ricardo's work by his friend and (on other questions) 
intellectual opponent, the Reverend T. R. Malthus, through his (Mal- 
thus' ) essay on human population growth as affected by and affecting 
economic conditions. The ''Malthusian" theory about population 
growth, which Ricardo accepted and incorporated into his own system 
of economic theory, was an element of the latter of such importance 
that it needs to be studied before we study Ricardo's theory as a whole. 
Also, the Malthusian theory is of great interest in itself; it has its own 
significant place in the general history of science, and historic connec- 
tions with conflicting social-moral-and-political philosophies. We shall 
find much of interest in another, different part of Malthus' work and 
views in economics on questions on which he disagreed with Ricardo; 
but we must defer these matters until we meet them at the end of 
Chapter 8, on Ricardo's system. 

The present chapter is concerned only with the famous Malthusian 
"law" of population growth and its economic causes and effects. This 
"law" has been the subject of so much controversy, and is so widely 
familiar but still often misunderstood, that the reader may well think 
it a hackneyed subject and yet, perhaps, find here some unexpected 
new light upon it. But let me begin with a few words about the man, 
Malthus; who and what he was; his general outlook and place among 
(?) or relations with the Utilitarians, and his place in the history of 
thought on this special subject (population growth), and the interests 
and point of view which he brought to it. 
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MALTHUS AND THE UTILITAHIANS 

The Reverend Thomas R, Malthus was in several ways an odd mem- 
ber — in so far as he was a member — of the Utilitarian group or circle. 
Most Utilitarians tended to be anticlerical or at least cool toward the 
established church, but he was an Anglican clergyman in good standing. 
Again, the group in general was 'radical,'’ opposed to all aspects of the 
traditional order in English society, and optimistic about the future — 
of forever on-going, universal growth of human happiness— which its 
members thought would get under way with the carrying out of their 
program of sweeping reforms. But Malthus was a very conservative, in 
some ways almost "reactionary" thinker, inclined, e.g., to defend the 
traditional class structure of English society and the very classes — aris- 
tocracy and gentry — of which the Utilitarians were as a rule severely 
critical. To a great extent — although the tradition about this exaggerates 
it somewhat — he was a "pessimist" who held that realization of the 
hopes of reformers, for improvement of the lot of the main mass of 
mankind, always would be severely limited by the inexorable operation 
of (0 a biological and (2) an economic "natural law," which their 
theories failed to take into account. Yet to include him in the Utilitarian 
group, as is generally done, is not entirely wrong, in spite of all those 
important points which thus made him a far from typical member of 
the group. For of course the Utilitarians did not all agree completely 
among themselves about everything or indeed about anything — full 
uniformity of views is never found in (throughout) any such group — 
and even the especially pronounced departures of Malthus from the 
norm were still matters of degree. He was associated in a mutually 
friendly way with the Utilitarians and was regarded, apparently, by 
himself and by most of them, as one of them; and he did have much 
in common with them. Let me further explain this rather briefly. 

In the first place, although Malthus was a clergyman, he was also 
and above all a full-fledged economist and social scientist, not noticeably 
differentiated from other such scholars in his time by his rather inci- 
dental clerical profession; there was then still nothing unusual about 
that, as there would be today. Of more importance than his clerical 
position was another which he held — he was the first "Professor of 
Political Economy" in any English, and perhaps in any, university or 
college — at the East India College, founded to train administrators sent 
to India, at Haileybury, in Hertfordshire. And he did his main work 
not in theology nor as a preacher, but in secular economic and social 
science; nor did his work or output in this field have any peculiar overt 
or pronounced quality or religious flavor. It is true and important, how- 
ever, that there was in his fundamental views a "Christian" element, in 
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some conflict with a central feature of the common outlook carried on 
from the Enlightenment and shared by most Utilitarians. That is, in 
contrast with their more one-sided or pure and simple cosmic optimism 
and utopian tendency — ^belief in the harmony of the natural universe 
and potentially perfect harmony of human lives and societies propelled 
and directed only by the natural desires and intelligence of mankind — 
the outlook of Malthus had in the '‘Christian’' way another, "pessimis- 
tic” side or aspect, which conceived everything "natural” as infected 
with "evil” or disharmony. "Human nature” (apart from supernatural 
grace) especially was by no means wholly "good” or "rational,” but, 
rather, was dominated by strong "passions” which the "reason” in most 
men is hardly able to restrain sufficiently to preserve their welfare. 

But the Christian theological source of this outlook (or realistic, true 
insight) appears nowhere explicitly in the writings of Malthus, and 
may have been only unconsciously present in his mind. And on the 
whole his approach to the population problem and all the problems in 
economic and social science which he studied, was strictly scientific in 
the modern sense. His scientific empiricism — attention to empirical 
research as well as to theorizing — ^marked him as superior in this respect 
to Ricardo and most other economists of their time. And it was Malthus 
who first, with remarkable insight and foresight, predicted the modern 
development of "mathematical economics”; i.e., he expressed the belief 
that "fluxions,” as calculus was then called, would some day come into 
common use in economics as the kind of tool it already was and long 
had been in the science of physics. Intellectually then, this clergyman 
had a full, intelligent devotion to science, at least, in common with the 
other leading Utilitarians. As to the political question of or about the 
national, state, or established church — which most Utilitarians felt 
ideally should be disestablished, though they did not strongly urge or 
press the issue — Malthus never actively defended the establishment 
or discussed the question. Altogether then, Malthus the clergyman was 
set apart from the Utilitarians generally somewhat, but not so far as 
we might expect. 

He was much more seriously divided from them by the facts that 
he was among them a conservative among radicals, and a pessimist 
among optimists. But his limited or moderate although distinct con- 
servatism had a character and basis such that its distance from the also 
limited or moderate radicalism of the more typical Utilitarians was not 
immense, and involved mainly, amicably discussable differences of 
intellectual judgments rather than wholly incompatible fundamental 
ideals and emotional attitudes. Malthus saw much more of social utility 
for the general welfare in the traditional institutions, which he defended 
and the radicals attacked, than they could see in them — and less utility 
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of that kind in their reform proposals than they claimed for them; but 
he agreed with them in appealing, always, to that same Utilitarian 
criterion. And finally, as neither his pessimism nor their optimism was 
unlimited, so neither was the width of the gulf between them. The 
Malthusian pessimism was indeed rather grim but, as I have said, the 
usual account of this somewhat exaggerates it; and the excessive part 
of it had its immediate — supposedly empirical-scientific — source or 
ground in a defective part of his theory Cof the comparative potential 
growth rates of food production and population) which can be cor- 
rected without affecting the main substance of his theory. In any case 
this pessimism could be and soon came to be avoided altogether via the 
post-Malthusia» advocacy of universal birth control as the way to solve 
the problem which his theory posed. And on the other side, though 
Utilitarians generally tended to be optimists they were ready to be 
realists, i.e., to accept all “hard facts’ convincingly brought to their 
attention; and in this were unlike the very different, all-out utopian 
radicals against whose outlook, only, Malthus argued in developing 
his theory. 

THE POPULATION PROBLEM 

The study of the possibilities and history of population growth and 
its variations with and effects upon economic changes and conditions, 
had a long history before Malthus took it up; and the previously exist- 
ing (but never widespread) body of knowledge and ideas on the sub- 
ject included many at least partial anticipations of the conclusions 
which he reached independently, as well as other views of different 
tenors. But this lack of complete novelty in his new study of the subject 
and his findings does not much reduce the proper estimate of the 
merit of his Essay, ^ or justify belittlement of its great significance and 
influence. The older, similar, and other relevant knowledge and ideas 
had made no lasting and widespread impression, and were before he 
wrote mostly unknown to him and, certainly, entirely unknown to most 
members of the very wide public which received the message of his 
powerful Essay as a new and momentous revelation. Nor did he only 
reproduce (independently in the main at least) and communicate ef- 
fectively to a much wider public, just what had been known or thought 
and said before on the subject. He produced a new combination of old 
bits of knowledge and insights, never previously combined in just the 
same way, added a few new discoveries and insights of his own, made 

^ T. R. Malthus, An Essay on Population, A good modem edition, from the 
original 7th edition, is (London: J. M. Dent & Sons, Ltd.; and New York: E. P. 
Dutton and Co., Inc., 1933). 


149 



the whole a (within its limits) complete and unified, coherent, pene- 
trating theory, and made clear its important bearings on great social 
problems, as no one had done before.^ 

But of course, as Malthus by no means said the first, he also by no 
means said the last, words on the subject; the research in this field, 
which began long before his time, has continued and gone on making 
further new advances ever since; so that now in the light of the best 
modern knowledge the old Malthusian theory is seen to have been very 
crude, rudimentary, and defective in many ways. As we shall see at a 
later point, the task of evaluating it as a contribution to or toward full, 
true understanding of its subject is not an easy task; but it is safe to 
say that with all its faults, it was in and for its time a quite substantial 
scientific achievement in that direction. It holds a place of honor in 
the more general history of science, i.e., of biology as well as of social 
science, because Charles Darwin, by his own account, was led or helped 
by his reading of Malthus’ Essay on Po'pulation to conceive and develop 
the Darwinian theory of biological evolution.^ Darwin generalized or 
extended, beyond the human species to all living species, the Mal- 
thusian picture of fecund life — fast-growing populations where and 
while the foods they need are available in ample or easily produced 
supplies; lagging growths of those food supplies; growing severity of 
the struggle for survival; rising death rates approaching equality with 
the stable or constant, high birth rates generally found in nature and 
much of human history, and assumed in both theories; and reduction 
in this way of the growth rates of populations to those of their food 
supplies. And on this basis, Darwin built up the rest of his theory of 
the evolution of new species, using the further ideas of heredity, varia- 
tions of the traits of offspring from the parental types, and ‘natural 
selection,” in the struggle for survival, of the variant strains or types 
with the new traits best adapting them for success in their environments. 
There is truth, along with exaggeration, in the statement made by a 
modem economist, that Darwin s theory originated as simply a vast 
generalization from and beyond the competitive economics of Malthus 
and Ricardo. 

THE IDEOLOGICAL BACKGROUND: MALTHUS VERSUS GODWIN 

We are, however, here concerned, not with Darwin’s theory at all, 
but only with that of Malthus, about growths of human populations 

^ See, however, for a review of the earlier contributions on the subject, made be- 
fore Malthus’ time, and a much less favorable estimate than mine of the merit of 
Malthus contribution, Schumpeter, History of Economic Analysis (New York: 
Oxford University Press, 1954), pp. 250—258. 

® See Charles Darwin^ s Autohiografhy ^ Sir Francis Darwin (ed.) (New York: 
Henry Schuman, Inc., Publishers, 1950), p. 54. 
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and of their powers to produce or obtain economic support for them- 
selves. Before I take up in detail the scientific substance of this theory, 
I want first to notice — as distinguished from it — the social-philosophic 
(conservative) outlook, and opposition to a certain utopian radical 
creed that came to Malthus' attention, and led him into his study and 
theory of population growth and 'pressure on subsistence’' as the true 
"natural” cause of the widespread poverty which the radical Utopians 
dreamed of abolishing. For without a prior separate understanding of 
the views and controversies of the social-philosophic kind, which stimu- 
lated the work of Malthus in developing his scientific theory, formed 
the wider context within which he presented it, and controlled the 
applications which he and, after him, other conservatives made of it 
to contemporary problems of public policy — ^we would not be in a 
position to disentangle the scientific theory itself from those concomi- 
tants, understand and appraise it properly in its own sphere, and under- 
stand and discount the diverse prejudices which too often have distorted 
popular discussions of it. The initial formation in the mind of Malthus, 
in his youth, of his interest in the study of population growth, was an 
indirect result of arguments with his father about a body of ideas or 
doctrines then arousing interest in some English intellectual circles. 
This creed or cult, which attracted the elder Malthus but repelled his 
son — our Malthus — was a form of the combined utopian socialism and 
"philosophical” anarchism which had grown up first in France on the 
left-wing fringe of the French Revolution, and appeared later in Eng- 
land in the writings of that odd and interesting figure, William God- 
win, father-in-law of the poet Shelley. 

The main essentials of this visionary creed were the following be- 
liefs. (i) Human nature is "perfectible,” i.e., with the progress of 
"enlightenment” all human beings can, and will in time, become in- 
tellectually and morally "perfect” individuals and citizens, spontane- 
ously thinking, feeling, and acting always and only in the ways that 
are best for the individual and collective welfare of them all. (2) In all 
historic and existing imperfect societies, the main roots of the evils 
afflicting them have been and are the institutions of private property, 
the family, and inheritance of wealth or property in families, which 
work to engender and perpetuate economic, social, and political in- 
equality, or division (stratification) of every society into upper and 
lower classes — the rich and mighty few and the poor, humble, and 
miserable many — in perpetual conflict with each other; and as a further 
consequence of all that and the crowning evil, the coercive state, which 
exists to protect the property of the rich, to repress the rebellious poor, 
and generally to control the conflicts among men and groups which all 
result essentially from their inequality, or failures to give and receive 
"natural justice” in their dealings with each other. And (3) in the 



attainable ideal society of the more or less distant future, all those in- 
stitutions and all coercion of some by other human beings will have 
been abolished; and all, as completely free, equal, and fraternal individ- 
uals, will live together in spontaneous, perfect harmony, or mutual 
cooperation for their common good; and the poverty and misery or 
wretchedness that have always been the lot of the majority will vanish 
from the earth. 

Now unlike his father who felt only the allurements of this vision, 
our Malthus as strongly felt or sensed what seemed to him its unrealism 
or incompatibility with universal, permanent, hard facts, or ^natural 
laws/' or features of the world and human nature and behavior as they 
really were and always would be. And among all the many elements of 
the creed which he might have attacked as unrealistic, he selected one 
and concentrated on refuting it: the belief that the poverty of the 
many poor people in old, densely populated countries was a condition 
caused by the institutions and the inequality condemned by the God- 
winians (and defended by our Malthus), and would be forever 
eliminated in the envisioned socialist-and-anarchist utopia. Malthus 
suspected, and set out to prove in his study of population growth, that 
the existence of widespread poverty in old, mature societies is a hardly 
entirely curable, or preventable, 'natural" result of a strong tendency 
of the fecundity of the species to produce in the long run, in every terri- 
tory or environment, more people than the greatest possible growth of 
economic production therein can adequately supply with food and 
economic support; and further, that as far as the (limited) power of 
social systems and institutions to affect the matter is concerned, pre- 
cisely the social order attacked by the Godwinians and supported by 
his own views was best able to do all that could be done to ameliorate 
the evil, while their utopia, if ever realized, would in the end make it 
worse than ever.^ 

Let me now only lightly sketch the entire argument, in support of 
those conclusions, of our author s famous Essay — including the parts 
which do not, as well as that which does belong to his more strictly 
scientific (biological and economic) theory; and later, I shall return to 
a more thorough examination of the latter only. Taken as a whole and 
as directed against the Godwinian creed, the argument elaborated by 
Malthus in his Essay undertook to prove that the true fundamental 

^ The familiar story of the origin of Malthus' work on the population problem, 
in his arguments with his father about the Godwinian gospel, is retold succinctly 
and well — ^with references to the original sources — in J. M. Keynes' essay on 
Malthus, in his Essays in Btografhy (New York: Harcourt, Brace and Company, 
Inc., 1933), p. 1 16. This essay by Keynes is as a whole commended to the reader; 
a short, readable, and delightful essay, it confirms and further illuminates much of 
all that I say in this chapter, and adds other information, not here presented, about 
Malthus and his work and views in economics generally. 
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cause of mass poverty lies not in alterable, man-made, social institutions 
but in tv^o universal and permanent “laws ' of “nature’' itself — a bio- 
logical and an economic “natural law.” 

On the one hand there is the strong sexual desire inherent in human 
nature and the consequent tendency of mankind to multiply — of the 
human population of the world and of every country to grow^ — as long 
as the additional feofle can he fed and can survive, at a high and ac- 
celerating “geometrical” (his word) or exponential rate. (Since — in a 
population that has long been growing, and as long as its continuing 
growth is not restrained by any external “checks” — the numbers of new 
babies born in successive years are continually increased by the previ- 
ous increases of the numbers of adults of both sexes in the childbearing 
age range; the series of population sizes at successive dates twenty-five 
or thirty or some such number of years apart, will be not of the form 
2-4-6-8-10, etc., but rather of the form 2-4-8-16-32, etc.) And on the 
other hand there is — so Malthus argued — the long-run impossibility of 
a continuing rate of growth of production of food, and other necessary 
life-supporting goods, sufficient to equal and support continuing growth 
of population at anything like such an otherwise “natural,” potential 
rate, or to enable the latter to go on being realized in fact. Under any 
and all kinds of institutions and social systems, human populations 
will in time tend strongly to outgrow the limited powers of the available 
land areas, and the labor applied or applicable on them, to feed and 
support the growing populations — until the growths of the latter are 
checked, as eventually they must be, by the coming into play of some 
or all of the various checks necessitated by the “natural” excess of the 
“natural” rate of unchecked population growth, over the highest main- 
tainable rate of growth of food production. 

Let me still postpone the necessary full examination of our author s 
central “scientific” argument and evidence, about those unequal po- 
tential growth rates of population and of food production, and take up 
now his ideas and argument about the two kinds of checks on popula- 
tion growth which together (in some proportion) must in the long run 
reduce its rate to that of the increase of “subsistence.” For his reply to 
the Utopians is contained in this part of his theory, about the better 
and worse checks and the way in which, within limits, a society’s choice 
of its institutions and public policies will affect the method, timing, 
and ulterior results of the necessary checking of population growth, or 
the speed of arrival and the degrees of prevalence and severity of the 
poverty that will be entailed as a factor in that process. 

The realized rate of growth of a population depends, of course, upon 
the extent of the excess of its annual birth rate — the number of babies 
born each year, per thousand members of the preexisting population — 
over its annual death rate — the number of individuals who die each 
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year, per thousand members of the preexisting population. Hence there 
are two ways in which the ultimately necessary restraint or adjustment 
of a population's rate of growth to that of the obtainable amount of 
food and economic support for it, can be accomplished. In so far as 
this adjustment is not brought about, while there is still a favorable 
ratio of obtainable ''subsistence” to population, hy growth of prevalent 
sufficient use or practice of "the preventive check,” or reduction of the 
birth rate, it will be brought about instead, inevitably, in the long run, 
hy a growth of dire conditions — overpopulation, scarcity of "subsis- 
tence,” and widespread poverty — ^bringing strongly into play "the posi- 
tive checks,” which increase the death rate. Malthus indeed discussed 
as "positive checks” all factors operating to increase the death rate — 
growing degrees of frequency and severity of wars, epidemics, murders, 
accidents, etc., as well as growth and spread of the poverty which entails 
undernourishment and lack of proper housing, sanitation, medical 
care, etc. — and argued, rightly, that growth of excessive populations of 
countries relative to their areas and resources, tends to bring about 
rising death rates in all these ways. But he stressed as the main part 
of this grim picture, the widespread severe poverty among the masses 
in every much too populous country, which plays the main role in 
making its death rate nearly equal to its persisting high birth rate and 
thus slowing its still on-going population growth to that which can be 
supported — barely, on the same low inadequate standard of living — 
by its limited or slow continuing growth of food production and/or 
production of other products and acquisition of "subsistence” in ex- 
change for them. And he saw this grim state of affairs as the eventual 
destiny of every country unless its people could achieve, earlier and 
sufficiently, a general use of "the preventive check” reducing its birth 
rate to a level so low that, even with a good standard of living for all 
and a low death rate, the population would thereafter grow no faster 
than the total obtainable supply of "subsistence” and additional com- 
forts, and the good standard of living for all would thus be maintained. 

Our "pessimist,” however, did not believe in the possibility of more 
than a limited, partial achievement — in the only way of which he 
could approve — of that latter, happier solution of the problem. Being a 
conservative moralist, he could not advocate, suggest, or consider en- 
couragement of the general use of contraceptives or birth control, in 
that sense, as the way to bring about the much-to-be-desired reduction 
of the birth rate, for that would have meant encouragement of immoral- 
ity. A bit later, the movement advocating birth control in that sense 
was to get under way, in part as a result of the influence of his theory 
and with such stress upon his theory in its arguments that it has been 
called "neo-Malthusian”; but Malthus himself would have disowned 
it. For him "the preventive check,” which he favored, meant only what 
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he called ' morar' or ^prudential restraint,” i.e,, general practice, by 
potential parents, of deliberate abstinence from more than a limited, 
strictly controlled, amount or frequency of sexual intercourse. Good or 
moral men and women would, of course, indulge in sexual intercourse 
only within marriage, and the good married couples would not have 
intercourse so often as to have unwanted, or too many, children; and 
the moral-and-prudent ones would not want to have more children 
than their current or assured prospective incomes would enable them 
to support and bring up properly. As a moralist Malthus held all of this 
self-control to be obligatory; as a 'pessimist” he regarded this as rather 
too much to expect from weak human nature, and did not think it 
ever would or could be more than partially achieved. The strength of 
the sexual desire is generally too great to be more than partially con- 
trolled by the little of moral-and-prudent "reason” and will power 
which most people have. What he did mainly urge and hope for was 
somewhat longer postponements of marriage (with, of course, no sexual 
intercourse until after marriage) — especially by young and as yet poor 
workingmen. Let them wait until they could attain good steady jobs 
and incomes and, making later starts, they would produce in all fewer 
children and, as far as possible, hold down the sizes of their families 
and thus remain able to support them well with their earnings. In so 
far as a country could induce the (at least relatively) poor majority 
of its people to do this in every generation, there would be a reduction 
of its birth rate and annual excess of births over deaths, which would 
slow down its population growth enough to both postpone and alleviate 
the not completely avoidable, grim, future situation (of too many peo- 
ple and too little "subsistence” to support them all properly, wide- 
spread, serious poverty in the lower classes, and belated slowing of 
further population growth at that stage only by the consequent higher 
death rate). 

At this point we come to the argument about the effects of diverse 
social systems. Since the fundamental cause of mass poverty is "pressure 
of population upon subsistence,” the task of designing the best social 
system for preventing poverty (as far as it can be prevented) is that of 
designing a system calculated to give the people and especially the 
poorer people the strongest possible incentives to use or practice "the 
preventive check.” And this can be done best, Malthus argued, pre- 
cisely by a system having, as its main institutions and resulting features, 
those condemned by the utopian radicals: private property, the family, 
responsibility of parents for all economic support of their children, 
inheritance or bequests of property in family lines, and economic in- 
equality or social stratification — if the system also provides good oppor- 
tunities for all able and ambitious, young poor men to rise by their own 
efforts in the economic and social scale. In a society having all those 



features including that last one, there is not only protection of the 
better-off minority of its members from having to share, fully, what 
would otherwise eventually come to be universal poverty; and the un- 
equal division of the wealth is not only no cause at all of the (at least 
relative) poverty of the masses; but on the contrary, in such a society, 
that inequality plays its part in the good work which all the features 
of the society, together, do, of limiting as much as possible the intensifi- 
cation of the poverty of the poorer majority by excessive increase of 
their numbers. All the features of this best system work together to 
discourage reckless multiplication of the already poor, by making them 
bear the full burden of the consequence — intensification of their own 
poverty; and to encourage them to limit their families in the hope of 
achieving better economic positions for themselves and the few children 
they are or can become well able to provide for. If there is enough 
'Vertical social mobility'' in the modern phrase — an essential feature of 
the good, stratified but free, individualistic society which Malthus was 
defending — the existence of the richer middle and upper classes and 
the attractive chances for those "below" of climbing into them, is no 
cause of the initial poverty of the latter hut the potent stimulus they 
need to inspire their efforts to rise above it, and not burden themselves 
with too many children to support and in that way also contribute to 
the basic cause of poverty in general. In the socialistic society envisioned 
and desired by the Godwinians, the tendency of population to outgrow 
its sources of economic support, and depress all in time into dismal 
poverty, would be unrestrained and at its worst; equality would mean 
equal poverty for all. There would be no visible hills to be climbed; and 
the communal guarantees of support for all children, and equal shares 
for all regardless of their efforts, would destroy all deterrents to reckless 
multiplication or incentives to prudent restraint of that, and all incen- 
tives to ambition, industry, enterprise, and high and rising economic 
productivity. 

Now it should be clear that in the whole argument of Malthus, which 
I have now outlined, there are different, separable, and dissimilar parts, 
which call for individual evaluation. Taken by itself, his basic general 
biological-and-economic theory of the tendency of unchecked popula- 
tion growth to proceed more rapidly than production of food and sup- 
port for the multiplying people can be increased; the eventually 
necessary emergence and operation of the checks on population growth, 
reducing its rate to that of growth of support for it; and the point that 
avoidance of overpopulation and mass poverty depends on doing the 
checking early and sufficiently through "the preventive check" instead 
of later through "the positive checks" — all this is entirely of the nature 
of a scientific theory; however imperfect it may be as a solution of the 
complete complex of all the relevant scientific problems. 
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But the rest of the whole, broader argument, added on to just that 
group of propositions, has a different and more dubious, nonscientific 
character and belongs rather to the history of social philosophies than 
to that of science. The exclusion from consideration, on moral grounds, 
of birth control through contraceptives as a way of making '‘the pre- 
ventive check’" effective is not scientific. And the argument about the 
alleged-to-be certain or predictable eflFects of different social systems on 
the "incentives” and behavior of the people has little if any scientific 
value and more of the quality of a "rationalization” of our author’s 
feelings against socialism and in favor of the liberal-conservative social 
order which had his allegiance. The Utilitarian character of this argu- 
ment is, of course, apparent, and it belongs as much or as little as all 
Benthamism does to psychological-and-social science; that is to say, 
hardly at all by the more modern and stricter standards that are becom- 
ing applicable even in this field. As against the naive Godwinians, Mal- 
thus indeed had at least the better "common sense” on his side, not only 
in holding that the mass poverty which aroused his humane concern 
as well as theirs was caused by "pressure of population on subsistence” 
and not by the set of institutions they attacked; but also in imputing to 
those institutions and the resulting "incentives” for the people, tenden- 
cies to stimulate production of an ever-growing output of "subsistence” 
and a restraint of population growth through some degree of widespread 
use of "the preventive check” — and in arguing that the ideal regime of 
the Godwinians, if ever realized, would lack those tendencies. 

But the relatively better case that he made for those opinions, as 
compared with the one they made for theirs, of course, did not by any 
means amount to truly scientific proof of the former, or (still less) of 
these still broader propositions easily confused with them: that the in- 
stitutions he was defending had never anywhere played any part in the 
causation or aggravation of mass poverty, or that the latter could never 
have any other cause than population "pressure”; that exactly the set 
of institutions or social system which he favored would always, every- 
where, not only work entirely to reduce and not at all to increase pov- 
erty, but would serve as the only or best possible system for minimizing 
the amount and depth of it; or that socialism in any form would neces- 
sarily always, in the long run, lead to extreme and universal poverty, by 
overstimulating population growth and failing to achieve enough 
growth of production. 

We can therefore, from this point onward, put aside — with the final 
comment, "not proved nor provable” — the entire "ideological” or politi- 
cal part or appendage of Malthus’ s'-udy and discussion of the popula- 
tion problem and its wider bearings. And we shall turn to an intensive 
consideration solely of his (at least more) scientific analysis of that prob- 
lem itself — that is, of the potential rates and long-run tendencies of 
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growth of population and of production of food and support for it, 
and the possible and probable developments of the different checks on 
population growth and their results. For it is possible to examine and 
appraise the Malthusian theory proper, alone and apart from the back- 
ground or context of its author's social philosophy or political opinions. 
Malthus developed it as a basis for, and mistakenly believed that it con- 
clusively supported, the latter. But his narrower '^scientific" theory itself 
was and is logically independent of the broader political views which 
he thus attached to it, and demands an appraisal, unaffected by our 
judgments of them, within its own field and by scientific standards. 

THE SCIENTIFIC CORE OF THE ' MALTHUSIAN THEORY^* 

Now in the effort to become equipped to make that appraisal, it is not 
irrelevant to recall the historic linkage of this Malthusian theory, of the 
tendencies of human population to grow up to and "press upon" the 
limits of the powers of their environment to support them, with the 
Darwinian theory of the evolution of all forms of life, involving at its 
own basis Darwin's notice of the unmistakable fact that what Malthus 
asserted to be true of human populations is certainly true, generally, of 
populations of other kinds of living creatures. But in order to be not 
more (or less) impressed by this linkage than we should be, in favor of 
the Malthusian theory and its claim to scientific validity in its own nar- 
rower and special field, we need to compare and contrast the human 
situation and historic changes in it — including the great change that 
has come about in the Western world since the time of Malthus — with 
the (universal and constant) situation in the rest of the living world, 
or biological universe. Also we need to consider the human situation 
that Malthus saw around him, and its place in the historic course of 
change of the variables and relations among them, examined in his 
theory, if we are to account for, understand, and be able to appreciate 
and criticize justly the features of his theory which have seemed to be 
disproved by more recent Western experience. 

Broadly speaking, the pessimistic, grim picture which Malthus drew 
applies with substantially full truth not only (as Darwin saw) to other 
forms of life beyond or apart from mankind, but also to (probably) most 
of the human societies and epochs that would be surveyed in a full 
study of all human history, including present-day Oriental and other 
economically "underdeveloped" societies. That is, in most societies and 
times afart from the modern Western world as affected by all the gradu- 
ally maturing consequences of the industrial revolution (which was 
young or new in Malthus' day), human populations generally have ad- 
justed to their sources and possibilities of economic support in about or 
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nearly the same way or manner which is characteristic of the popula- 
tions of living creatures of all other hinds, and which Malthus supposed 
would be permanent in the human world. This means the adjustment 
of the number of people living in a region or environment to the power, 
and any changes of the power, of the environment to support them, 
through the process involving (0 a relatively stable or steady high birth 
rate and ( 2 ) a more variable death rate depending on economic condi- 
tions, i.e., the current ratio at every time of the population’s size to its 
greatest total obtainable supply of food and all necessary life-supporting 
goods. 

In detail, that process goes on as follows. As long as economic condi- 
tions for all or most or a major part of the population are at all good or 
easy, the population grows, i.e., most families can obtain enough life- 
supporting goods to preserve or extend the lives of the parents and at 
least more than two children per family, and the death rate is at least 
a little less, though not necessarily very much less, than the birth 
rate. But the possibility of obtaining from its environment ever-increas- 
ing supplies of all life-supporting goods — in a society without, or al- 
most without, the knowledge, means, and attitudes required for tech- 
nological and economic progress — is or in time becomes very limited. 
So as the population grows, its total output of life-supporting goods 
can grow only slowly, and this latter growth will eventually slow down 
further, to or toward a complete halt, as the population becomes too 
large and dense relative to the available supply of fertile land and all 
life-supporting natural resources. Then, with growing poverty, the 
death rate rises to approximate equality with the still high birth rate, 
and the 'adjustment” is completed — ^population growth ceases until 
new economic growth occurs and, by lowering the death rate, renews 
the cycle. Wherever (human or other) living creatures multiply, and 
can only within strict limits get additional means of supporting the 
additional volume of life, and have a birth rate determined only by their 
instincts and not by effective foresight and planning, prudence and 
self-control; the size of the population is adjusted in the long run, 
through variations of the death rate, to about the maximum number of 
individuals which the environment and its resources can support or en- 
able to survive. Thus the normal state of things includes the fixed high 
birth rate, population growth always fully matching whatever economic 
growth occurs, prevailing poverty or intense "struggle for existence,” 
and a death rate never long far below the birth rate. 

The human species, however, has always possessed unique potential 
powers to alter all that in its own case or to escape from that grim situa- 
tion, universal in the rest of living nature and generally also in the hu- 
man lot. There emerged, in the Western world just after Malthus’ time, 
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a far greater development of those human powers and the results of 
their exercise than he foresaw or allowed for in his theory. The hu- 
man powers here referred to are of two kinds: to control the environ- 
ment and make it yield, through increasingly efficient economic produc- 
tion, ever more rapidly and greatly increasing outputs of ‘^subsistence'^ 
plus multiplying comforts for more and more human beings; and to con- 
tol the number of new human beings born, or replace control of this 
variable merely by the sexual desires of potential parents and the 
fecundity of the species, with joint control of it by all human desires 
and intelligent forethought employed in their service. Without a good 
measure of achievement of the second, however, no amount of the first 
kind alone would in the long run “solve the population problem." Mal- 
thus was unanswerably right in his simple fundamental point, that if 
there could be indefinite continuance of unchecked population growth 
on its cumulative, percentagewise, or accelerating course, it would in a 
finite time surpass any possible growth of production of “subsistence," 
and fill up all of the standing room on earth. And he further saw rightly 
that, as long as birth rates remained rigid at high levels, each (tempo- 
rary) increase of prosperity would only, by lowering death rates, cor- 
respondingly, further accelerate population growth and be dissipated 
without any permanent rise of living standards. It is true that he was far 
too pessimistic, as subsequent events have shown, about the possibility 
of increasing production of all goods including all human foods. Or he 
did not at all sufficiently foresee how fast and far the economic-tech- 
nological revolution, in his time already under way but still in its 
early stages, would go, and how it would raise the productivities of land 
and labor in all branches of production. But the more important cause 
of the failure of his theory to remain fully valid in application to our 
modern situation was his excess of pessimism on a different point: his 
underestimate of the extent of the possible and subsequent development 
of “the preventive check" and decline of the birth rates of modern nations 
to levels far below those which were normal in past ages and are normal 
today in the not yet modernized parts of the world. 

There still does not exist, however, any complete knowledge and un- 
derstanding of all the factors that have helped to bring about, in our 
Western world since the time of Malthus, those two great, general 
changes — the immense, continuing growth of all economic productiv- 
ity and production, and especially the decline of birth rates — which 
have together produced our modern, happier, un-Malthusian situation. 
There is as yet no complete assurance that what now lies in the future 
is to be a full extension of both changes throughout all the rest of the 
world, and no reversal of them or of either of them, ever, anywhere, and 
thus an eventual permanent release of all mankind from the grip of the 
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grim Malthusian ^laws/^ We do know the main general causes or con- 
ditions of the economic progress that is one part of the story; and the 
prospect now appears good for a gradual, world-wide extension and 
continuance of this progress, though the difficulties still to be over- 
come in many parts of the world are greater and more numerous, com- 
plex, and profound than most people realize. Steady or relatively steady, 
rapid, ever-on-going, and all-around or well-balanced economic prog- 
ress can be achieved, wherever all these requirements are met. There 
must be scientific and technological progress — ever-new discoveries and 
inventions; growth of saving and investment or capital formation; edu- 
cation of whole peoples in all the needed ever-changing skills and es- 
sential basic attitudes and habits; and the emergence also in sufficiently 
growing numbers, and into positions of full respect and influence in 
their countries, of at once ambitious, able, morally decent, and socially 
responsible leaders and administrators of all kinds of progressive, pro- 
ductive enterprises. There must be adequate, ever-new improvements of 
the methods and organization of all economic activities; and the growth 
of market or/and economic planning systems able to bring about all 
badly needed adjustments of each national economy s over-all pattern 
of expansions and developments of its different Industries or branches, 
to the changing wants and demands of the people. 

But how fast and fully all of those requirements can or will be met, 
in all the vast parts of the world that as yet have hardly begun to meet 
them, we of course do not know. Nor can we be entirely certain that 
even our Western countries will go on meeting them as well as or bet- 
ter than they have been doing in the recent past. The race of economic 
progress with population growth, which the former must win every- 
where if dire mass poverty is to be abolished everywhere, is by no 
means certain to win that success universally, or go on winning it 
forever, anywhere. Malthus was entirely right about the general nature 
of the problem, and not far wrong about its degree of difficulty. Also 
as that 'race’’ gets under way now in the "underdeveloped” countries, 
their experiences are bearing Malthus out on this point: the first 
effects of the first new achievements of some economic progress, or rise 
and spread of better living standards, invariably show up chiefly in a 
decline of the death rate and increase of the gap between it and the 
birth rate. This speeds uf population growth, which in turn tends to 
cancel out all the gains as far as living standards are concerned, or again 
makes extreme poverty as prevalent and severe as it was before. Achieve- 
ment everywhere of a large general reduction of the birth rate, as soon 
as possible, is imperatively necessary along with immense, general, 
and sustained economic progress, if the latter is really to "win the race,” 

In this connection there is special need for better knowledge than as 
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yet exists, of all that has been involved in or ''behind^^ the declines of 
the birth rates of the Western nations, which began not long after Mal- 
thas’ time, went beyond his highest hopes, and have played an essen- 
tial part in making possible the progress so far achieved by these nations 
toward eliminating mass poverty within their territories or improving, 
and sustaining the improvements of, the living standards of their peo- 
ples generally. I shall return to this problem in a moment, but first we 
need to consider a little more closely the strictly economic side or part 
of the Malthusian theory. This includes the limitations that Malthus 
thought would always restrict the increase of the world’s and every na- 
tion’s output or obtainable supply of ^^subsistence” for its people; and 
some especially important aspects and contributing causes of the more 
recent gradual lifting of these limitations by or in the modern Western 
economic progress, which Malthus in his time could not fully foresee. 

It is necessary to realize that not every kind or part of gen- 
eral economic progress has the same direct relation to the task of meet- 
ing a growing population’s need for more ^^subsistence,” and relieving 
the 'pressure on subsistence” which Malthus saw as the cause of mass 
poverty. Industrial progress in the narrow sense of "industrial” — rising 
efficiency in, and expansion of, manufacturing industries — can by itself 
enlarge the total amounts of employment and (money) income for the 
people, and of manufactured goods available to them; but without a 
sufficient concurrent growth of the supply of food, from agricultural 
production — either in the same (industrial) country or countries or in 
others able and willing to produce for export growing surplus amounts 
of food beyond their own consumption of it — without this, industrial 
progress alone and the accompanying growth of the industrial 
population and its total income and demand for food, would increase 
the relative scarcity and cost or price level of the latter, and thus fail to 
relieve poverty. What is necessary to support — keep alive all mem- 
bers of — a growing population, is growth not simply of the total output 
of goods of no matter what kinds, but growth specifically of the output 
of food and all truly necessary life-supporting goods; and a large, es- 
sential part of this must be increase of production of food on and from 
the land or soil — of which there is, on the earth as a whole and within 
the territory of each country, only a finite and ultimately, approximately 
fixed or unincreasable amount. Thus, what Malthus rightly tried to 
compare with the potential amount of population growth, in the ab- 
sence of checks on this, through a given time interval, was the poten- 
tial amount of growth through the same time interval, not of general 
or over-all economic production, but of food production from the land 
or soil. 

Now the great advances that were being made in his time and world, 
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in increasing the efficiency of production, were being made not in agri- 
culture but in industry. There had been earlier, significant improve- 
ments of methods and efficiency in agriculture, as we saw in a previous 
chapter, and some further ones of course were coming along; but the 
major advances that were then going on in the technology of produc- 
tion were confined to industry (including transportation, but not agri- 
culture). Mai thus lived in the midst of an early phase of what was later 
appropriately named the industrial revolution. The comparable revolu- 
tion in the technology of agriculture — ^yielding immense increases of 
food-harvests per acre of farm land and per man-hour of farm labor — 
was to be delayed until very nearly our present time, and was not re- 
motely conceivable as possible in Mai thus' time. He therefore naturally 
assumed that the growth of food supplies to feed the growing popula- 
tions of his country and all countries would have to come from (i) 
more intensive cultivation of the more fertile land already in use, and 
(2) the extension of cultivation onto previously unused, because in- 
ferior, land — ^with only a little help from new improvements of farm- 
ing techniques, methods, and efficiency or productivity. 

The industrial revolution that was going on around him was al- 
ready causing rapid growth of industrial employment and total wage 
income, a slight current improvement of the always before and still 
low standard of living of the working people, a fall of their death rate, 
encouragement of early marriages and large families (the prevalence of 
child labor played a part here), and thus full continuation (a slight rise, 
even) of their high birth rate. He witnessed a spurt of fast population 
growth, which increased the supply of labor in a not much delayed re- 
sponse to the increase of demand for it and allowed only the slight rise 
of wage rates, and tended to aggravate the scarcity and cost of food and 
thus keep widespread poverty in existence, in spite of all the industrial 
progress and expansion. How long would it remain possible to go on 
increasing the food supply enough to match the population's growth, or 
prevent the latter from making the former increasingly insufficient, 
further spreading and intensifying poverty, raising the death rate, and 
thus only restraining itself (the population's further growth) to equal- 
ity with that of its food supply? This was the question which Malthus 
asked and to which he gave the imprecise or vague but pessimistic an- 
swers that we must now consider. 

He sought to formulate a comparison of the most rapid, continuing 
increase of food production, which it could be realistic to expect, with 
the rate at which the population would continue to increase as long as 
the existing degree of excess of its birth rate over its death rate remained 
unchanged. On the mathematical nature of the latter rate of growth he 
was right of course beyond any question; as we have seen, it would be 
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some ' exponentiar^ rate, i.e., from each year to the next the population 
would increase by some fixed fercentage, hence the successive absolute 
increases would themselves be increasing over time — in the long run, 
very rapidly. Now in the first edition of his Essay, ^ Malthus set over 
against that the idea that food production could not be expected to go 
on increasing by more than some constant absolute amount from each 
year to the next; the series of annual food outputs would at the best 
have the form 2-4-6-8-10, etc., as against a series of population sizes 
of the form 2-4-8-16-32, etc. But he came to see that he had no definite 
or solid basis for this proposition about the ''best possible'' rate of growth 
of food production; and in the second and later editions of his Essay, he 
replaced it with a wholly different and much sounder approach to the 
problem by way of the classical "economic law" of which he was one 
of the several original "discoverers" — the "law of diminishing returns" 
of additional produce from applications of additional labor on the avail- 
able farm land. If a growing country, with a fixed area of tillable soil, 
went on growing, and increasing its agricultural output, after all its 
most fertile soil was already under fairly intensive cultivation; then with 
given, unchanging agricultural techniques or methods, the further in- 
creases of the amounts of manpower and farming capital employed, 
partly in more intensive cultivation of the best land and partly in ex- 
tension of cultivation onto poorer land, would yield only decreasing in- 
creases of the total output, i.e., a decreasing ratio of the total output to 
the required total input of efforts and resources. 

This true proposition may seem to imply an even more pessimistic 
conclusion about the potential growth rate of food production versus 
that of population than the one offered by Malthus in his first edition, 
until we remember the proviso about no technical progress in agricul- 
ture, and realize the consequence — that where such progress does go 
on, unless we can predict its rate, we cannot draw any conclusion about 
the rate of increase of food production over time, from "the law of 
diminishing returns" alone. Malthus' second approach to this problem 
had a validity, as far as it went, which his first approach lacked, but was 
analytically a partial approach only and quite inadequate to solve the 
problem. His continuing "pessimistic" judgment on the matter in- 
volved as a necessary additional part of its basis, an assumption that 
while there would be improvements of agricultural techniques and prac- 
tices which would delay or modify full operation of "the law of dimin- 

®The first edition of Malthus' Essay, privately printed in 1798, is a rare hook 
or collector's item. The many successive later editions — ^which are quite accessible 
— progressively grew in size and underwent many changes in character and con- 
tents, beyond the one vital change noted in my text above. The first edition only 
briefly, boldly elaborated Malthus' general theory; the later ones both added more 
and more supporting, empirical evidence, and introduced many careful qualifica- 
tions or modifications of the theory. See Keynes' essay on Malthus, op. cit. 
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ishing returns/^ they would never be important enough to reverse or 
completely nullify or counteract it. With the help of that assumption 
then, his final conclusion was not very different from his first one; 
while population growth would go on at an accelerating (absolute) 
rate until new checks to it came into play, the growth of food production 
could not be expected to go on at much if any more than a constant 
absolute rate — and so in time there would be inevitable growth of food 
scarcity and poverty and a rise of the death rate, slowing population 
growth to equality with the growth of the food supply. 

WHY IN THE MODERN WEST THE PREDICTIONS 
OF MALTHUS HAVE NOT BEEN FULFILLED 

Now as I implied earlier, the assumption of absence from the scene 
of any occurrence or any prospect of a real ''revolution'' in the 
technology of food production was in fact valid enough in the time of 
Malthus and remained valid a good way beyond his time; yet the ex- 
perience of the Western world of the nineteenth century did not bear 
out his gloomy predictions, and we must continue our search for the 
answer to the question of why it did not. As the industrial "revolu- 
tion" went on developing, the totals of employment, income, and out- 
put in the Western national economies grew immensely; the living 
standards of the masses and all classes slowly improved; death rates fell 
lower and lower; and there was a vast, unprecedented growth of pop- 
ulation. Eventually, for reasons we have yet to consider, birth rates also 
declined enough to more than offset the decline of death rates, and to 
again slow the population growth and allow the improvement of mass 
living standards to continue. But before that change occurred, the 
early, fast growth of population had already gone so far that we must 
ask how the required, immense increase of total food production was 
achieved, or where it came from, and what happened in this sphere to 
falsify the Malthusian forecast of growing poverty and rising death rates 
due to growing scarcity of foods? The real "revolution" in agricultural 
technology did not come early enough to bring about the great increase 
of the food supply necessary for the "zooming" populations of the fast- 
industrializing Western countries in the middle and late decades of the 
nineteenth century. Nor was any significant amount of food obtained 
through trade or exchange with the not yet industrializing, or still al- 
most purely agricultural. Oriental and other far-distant countries or 
regions that we then called "backward" and now call "underdeveloped." 
For in all those areas the primitive and unprogressive agricultural 
techniques, the teeming, dense populations, extremely low mass living 
standards, etc., meant that food production there could in general 
barely meet the minimal needs of the native populations. The West did 



get from them industrial raw materials, and sell them manufactured 
goods to some extent, but they could do very little to meet the West’s 
needs for increasing food supplies. That those needs ^vere met was due 
to a fortunate circumstance in or feature of the Western situation in 
that epoch, which Malthus perhaps could and should have foreseen, 
but did not. 

The fortunate occurrence was the opening up, for settlement and 
cultivation by people of European descent, of vast new areas of fertile 
land in central and western North America, parts of South America, 
Australia etc.; and the creation of facilities for adequately efficient, 
rapid, and inexpensive transportation of people and goods of all kinds, 
in immense quantities, between those regions and the already industri- 
alized and densely populated ones on or near the European and Ameri- 
can shores of the Atlantic Ocean, The newly opened regions or vast 
areas of fertile land had previously been almost vacant or uninhabited; 
and the people who moved into them in great numbers, from the eastern 
parts of the United States and Canada and from the British Isles and 
Europe, took with them the best farming and other economically pro- 
ductive skills, ''know-how,'’ and equipment that had so far been de- 
veloped anywhere. In these new, vast regions, they were long able, 
even with continuing growth of their numbers, to find, occupy, and 
cultivate so very much very good land per family or per person, that 
the ratios of the food-harvests they produced to the numbers of farm 
workers involved were very much higher than such ratios had been, 
were, or could be in the old, densely populated farming areas where "the 
law of diminishing returns” was in full operation. What for a time went 
into operation, so to speak, with and after the sudden increase of the 
total area of fertile land available for the growing population of the 
North Atlantic region to spread out over and be fed from, was the 
reverse aspect of that economic "law.” That is, just as with a growing 
ratio of the supply of farm labor to a fixed supply of farm land, the out- 
put per farm worker must eventually fall, so also, if it is the land supply 
which increases, relative to the labor supply, the output per worker 
rises. 

Thus the opening up of the new, vast land areas and abundant, rapid, 
and cheap transportation to and from them, prolonged the period of 
time through which there could be, along with continuing, fast growth 
of the total population of the European stocks, fully adequate growth 
also of the total production and supply of food for it all. And with no 
rise of food costs and — due to the on-going industrial revolution — a con- 
tinual cheapening, and growing abundance, of all other goods, and the 
rise of the incomes of people of all classes, there went on a continuing 
rise of their standards of living. And before the growth of population 
could again surpass the growth of food production from the enlarged 
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food-producing area, there occurred, first, a decline of birth rates suf- 
ficient (in spite of also falling death rates) to slow down further popu- 
lation growth, and then later, the onset of the recent and current revolu- 
tionary advances of agricultural technology and productivity. 

The former of those two new fortunate developments or chapters in 
the story of the modern West's 'escape from" the Malthusian dilemma, 
now calls for the discussion which I promised earlier. The marked de- 
cline of birth rates in all countries sharing the modern Western culture, 
which went on as a new "trend" through the last decade of the nine- 
teenth and first three decades of the twentieth centuries, was indeed a 
fortunate development for these countries. By causing their populations 
to grow, from 1890 to the present, much less than they would have 
grown otherwise, the decline of birth rates has played a large, indis- 
pensable role in the continuing advances of these countries in improv- 
ing the living standards of their people generally. Thanks to that lower- 
ing of their birth rates and the slowing down of population growth, 
these countries have been able to use their growing productive powers 
and total outputs of all economic goods to support, not inordinately 
growing populations on the old low living standards always (for the 
masses) at or near the level of grim poverty, but instead moderately 
growing populations and continually rising living standards, progres- 
sively spreading as such to more and more of their people. 

Now as I have said before we still lack anything like full knowledge 
of all the causes that have together brought about this crucially im- 
portant, highly beneficial change of birth rates to low levels, probably 
unique in human history. Some growth and spread of the practice of 
birth control or use of contraceptives has no doubt played its part, but — 
though of course adequate, reliable knowledge on this point is nonexist- 
ent — hardly can have played more than a rather small part in account- 
ing for the total change which has occurred. Probably a larger part of 
the change has been due rather to a rise and spread of the use or exercise 
of what Malthus meant by "the preventive check" — deliberate self- 
restraint by men and women, in the matter of sexual intercourse, in 
order not to have too many children. But it is likely that the main 
causes of the change have been factors which hardly fit in that category 
either, though they work to reinforce "the preventive check" in that 
sense, and reduce the difficulty of its exercise, as well as to supplement 
it or bring about the same result in a larger, further part in other ways. 

What I speak of now is the rise and spread of new interests, attitudes, 
and habits, uniquely prevalent and strong (thus far) in modern West- 
ern populations, which in various ways divert more of the ardors and 
energies of both husbands and wives into other channels. In our mobile 
and ambitious, busy populations, great numbers of husbands and wives 
spend frequently recurring intervals of time apart from each other and, 
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though 'living ^ together, are largely oriented to or absorbed in their 
own respective demanding activities away from each other and their 
homes and families. Perhaps there is enough more of physical (spatial) 
separation of the sexes than in other cultures, to have some effect; and 
of far more importance probably, the greater variety and intensities 
of the other competing interests or desires of most men and of many 
women, and their other energy-consuming, physical, mental, and emo- 
tional activities, may reduce the vigor of their sexual desires or the fre- 
quency of the times when those desires become too insistent to be 
denied. But if all this is true — and it is uncertain speculation — it is prob- 
ably important mainly or largely in the way of facilitating a very wide- 
spread, intentional limitation of the sizes of families or the numbers of 
children born per married couple; a limitation desired and practiced 
for both economic and other reasons. And this point brings us back to 
"the preventive check'' as conceived by Malthus, and his views about 
the desirability of making it generally and strongly effective, the im- 
possibility of doing enough or very much in that direction, and the 
social institutions, policies, conditions, and "incentives" for the people 
that would best do all that could be done. 

In spite of what I said earlier about the nonscientific, political or 
polemical, and dubious nature of this part of the argument advanced by 
Malthus in his Essay, I will say now that there may be much truth in 
the following general explanation of the subsequent, actual develop- 
ment — the great decline of birth rates — ^which we are discussing: that it 
has (perhaps) shown that Malthus was right about the conditions or 
required causes of a development of this kind, and wrong only in his 
pessimistic underestimate of their potential strength. Our modern West- 
ern societies do have — and had especially in the period of the great de- 
cline of birth rates — even more fully than the English society of his time 
had — the features that he saw as best calculated to induce most people 
to restrict the numbers of their children. The great decline of birth rates 
occurred in the context of the following conditions in every Western 
society. There was general prevalence of much "vertical mobility" for 
all able and ambitious individuals, within a "stratified" society or 
hierarchy of income-levels or economic classes, and general prevalence 
of the ambition to "rise" in the scale and provide one's children with 
the economic means for "rising" further. Also, there was a property 
system and economic system generally enabling individuals and fam- 
ilies to prosper in measures roughly proportionate to their amounts of 
ability, ambition, effort, enterprise, and thrift; and the economic support 
of children and their (increasingly extensive and expensive) educations 
had to be provided mainly by their parents. There was, finally, a gen- 
eral, on-going growth of the economic wants and ambitions of most par- 
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ents, for themselves and their children, and consequently a rise of the 
minimal ratios of their incomes to the sizes of their families, which they 
felt to be '^necessary’’ for ''decent'" support of the latter, and to be the 
minima they "must" achieve and at least maintain through efforts both 
to increase their incomes and to avoid too early or too great enlarge- 
ments of their families. Surely all that has operated, as Malthus argued 
that it would, to strongly motivate and help (at least) to cause both 
the modern growth of all economic production and the spreading 
growth of "prudent restraint" of the production of children. More- 
over, it might be said that perhaps many of the most modern changes 
of or in the public policies and institutions of our Western nations — 
phases of the trend toward "socialism" or "the welfare state" — ^have 
helped to cause the recent tendency of birth rates to rise again, as well 
as (according to the common view of modern conservatives) reducing 
the "incentives" for and relaxing the efforts of millions to perform their 
economic or productive tasks ever more eflSciently and "rise" to higher 
levels of economic success. 

Yet I would caution those readers who incline toward conservative 
views but wish to think about these problems as objectively as possible, 
not to "run away with" the line of argument expressed in the foregoing 
paragraph; and decide too confidently that what produced the Western 
situation in happy contrast with the grim Malthusian forecast was sim- 
fly adherence to the advice of Malthus or the realization, for a time, of 
a social order and "way of life" conforming to his precepts. It is prob- 
able, I think, but not provable, that the "incentives" to economic ambi- 
tion and productive effort, and restraint of childbearing, on the parts 
of millions, which perhaps were maximal in that social order and "way 
of life" did flay some substantial fart in helping to bring about both 
the speeding up of economic progress and the slowing down of popula- 
tion growth through the fall of birth rates, which together banished the 
Malthusian specter. 

But the comfletOj true explanations of both parts of that achievement 
or process must be much more complex. The speed and extent of the 
West's economic progress from the time of Malthus to the present surely 
have been due mainly to the great advances — vastly exceeding all that 
he anticipated — of science and technology and their applications in all 
branches of economic production. Even if we are convinced that in this 
part of history competitive capitalism, through its special "incentives," 
has greatly helped to foster those advances and full utilization of them, 
and to make them fully effective by stimulating the productive efforts 
of the people generally, we must recognize another possibility at least. 
And that possibility is that, hereafter in other parts of the world, so- 
cieties with different economic, social, and political systems, cultures, 
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and 'Vays of life'' may yet prove able to equal or surpass our civiliza- 
tion s past and future scientific, technological, and economic-production 
achievements, with the aid of other systems of ''incentives" unlike those 
in our tradition but no less effective. Nor is the needed restraint or 
moderation of birth rates and population growth a development which 
has been brought about in the Western case entirely^ and can be 
brought about in other cases only, through the "incentives" to general 
use of "the preventive check" approved by Malthus and most fully re- 
alized in the Western "way of life" at a later time. 

Economic considerations in the minds of parents against having large 
families — desires to save expenses and to achieve and maintain high 
living standards — unquestionably did play an important part in helping 
to reduce the normal size of the family in the West from eight or ten 
to two or three children. But I think it also is certain that that is by no 
means the whole story. Besides those economic considerations and de- 
liberate decisions, many, varied, and changing circumstances and non- 
economic, often less deliberate and less conscious, attitudes or feelings 
also were important contributory causes. And other societies and cul- 
tures may evolve within themselves different but equally effective sets 
of causes of the same result. 

We must now turn our attention, however, away from consideration 
of just the Malthusian theory and the population problem, and go on to 
consider, in the next chapters, the entire "classical" system of eco- 
nomic theory — as created mainly by Ricardo — in which the Malthusian 
theory became one basic element. As we shall see, this special element 
contributed by Malthus entered, above all, the "classical" economic 
"theory of wages," or doctrine about the long-run "natural" level of the 
real-wage incomes of working-class families: that although there 
would be on-going growth of the national economy's total output, 
profits, new savings and investments or new capital, and demand for 
labor, the growth of its population and therefore of its supply of labor 
would in the long run "tend" to exceed the greatest possible growth of 
demand for it, and would force and hold real wages in general down to a 
"subsistence" level, i.e,, barely enough to "support" the working popu- 
lation. 

The complete role of the Malthusian element, however, was larger 
than just its role as the basis of that theory of wages. It formed an es- 
sential part of the background of Ricardo's theory of all economic 
growth and of all its consequences, for all shares or parts of the national 
income — profits and land-rents as well as wages for labor — and his 
gloomy theory that all economic growth would some day come to an 
end in "the stationary state." The crowding of the land and the great 
difficulty of further increasing production from it would, according to 
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this theory, reduce the wages and the profits resulting from new invest- 
ments to the point of ending all growth of population and of capital, i.e., 
all economic growth whatever. At the same time, although the popula- 
tion Essay of Malthus thus very greatly affected Ricardo’s economics, 
the latter included much more besides; and to it — Ricardo’s economics 
— ^we now proceed. 



CHAPTER 7 

Ricardo: Introductory 


RICARDO AND SMITH, A CONTRAST; THE MERITS OF RICARDo's 
THEORETIC SYSTEM; AND THE EXCESSIVE 
DOGMATISM OF ITS DEVOTEES 

We must now take up the difficult but interesting and important task 
of understanding — mastering — the ideas and arguments of David Ri- 
cardo, the brilliant English-Jewish stockbroker and economist, M.P., 
and widely respected public figure of his time — immediately after the 
Napoleonic Wars — ^who was the leading expert on England’s then cur- 
rent problems of monetary, fiscal, and commercial policy, and the prin- 
cipal creator of the ‘'classical” science of political economy. This system 
of economic theory and canons of “sound” governmental economic 
policy was the ruling “orthodoxy” in this field — above all in England 
but also to a great extent, at least among professional economists, in all 
or most Western countries — from the 1820s to the 1870s. As a former 
teacher of mine used to say, Adam Smith was not the father but only the 
grandfather of the classical theory of economics and political economy; 
its father was Ricardo. Ricardo made, though a duly respectful, a 
thorough and critical study of Adam Smith s great treatise on the 
Wealth of Nations^ or rather of its views and reasonings on problems 
in which he (Ricardo) was interested. Finding those views and rea- 
sonings suggestive, but on some vital points confused and unsatisfactory, 
he set out to clarify, revise, improve, and further develop them, and 
to add his own new insights to them. 

Ricardo’s brilliant mind was of a very different type from Smith’s, 
and very differently equipped, by his background of experience, for in- 
tellectual work in his much more narrowly circumscribed field of in- 
terest. Unlike the Scottish professor whose work nevertheless taught 
him much, Ricardo was no wide-ranging and thorough “bookish” 
scholar, and had no well-meditated and articulate, all-embracing social- 
and-moral philosophy. Ricardo was first of all a businessman — a stock- 
broker — who, after making his moderate but substantial fortune rather 
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early in life, retired from business, bought a Country estate, and went 
into public life. He became an active member of Parliament, the 
country's leading expert on its currently acute problems of economic 
policy, and ^^k^en economic theorist, intent upon solving a limited num- 
ber or group of logical problems which seemed to him to be the fun- 
damental problems of the science. Though he brought to this work an 
excellent background of practical experience and realistic knowledge 
which, undoubtedly, fully affected and benefited his theoretical work 
as such, he omitted all that empirical knowledge from his written pre- 
sentations and expressed only his deductive reasonings from or upon a 
few deliberately unrealistic, reality-simplifying, abstract assumptions. 
To this character of Ricardo’s work and its contrast with Smith’s — and 
the seeming paradox that as between the two it is the professor’s work 
that is rich in realistic details but lacks theoretical precision and rigor, 
and the work of the practical man that never mentions any specific jEacts 
but is all pure, rigorous, abstract theory — to all this we may perhaps 
find a clue in a seventeenth-century writer’s — Dudley North’s — ^remark, 
to the effect that men with abundant practical experience learn to ab- 
stract from all nonessential details and concentrate or focus sharply on 
essential, general truths or principles.^ 

It is important to approach the study of Ricardo’s work with a mind 
as free as possible both from the awe or excessive respect which his great 
reputation long inspired (in a time now far in the past), and from the 
adverse prejudices and '^debunking” attitude which later grew up with 
and after the widespread reaction against, and turn of more modern 
economic theory away from, the Ricardian dogmas. Within the total his- 
tory of the general development of economic theory, the true or de- 
served place of the Ricardian-classical system of doctrines, which had 
immense prestige for a time, is indeed far less important than it seemed 
to its devotees within that time, but also is far more important than 
some modern critics would have us think. Among the latter I would 
name especially the late Professor J. A. Schumpeter — one of the most 
eminent of modern economists and historians of economic science, but 
in my humble judgment an unduly severe and unfair critic of Ricardo 
and the Ricardian-classical ideas and doctrines. Viewing the latter in 
relation to the total course of the earlier, and concurrent, and 
subsequent development of all economic theory, Schumpeter called 
the Ricardian system or special structure of theory and its special his- 
tory, a ''detour” away from the main highway along which the science, 
throughout its history, has advanced.^ And toward support of that 

^Sir Dudley North, Discourse Ufon Trade, 1691; Hollander reprint (Balti- 
more, Maryland. Lord Baltimore Press, 1907), preface, 'passim. 

® J. A. Schumpeter, History of Economic Analysis (New York: Oxford Uni- 
versity Press, 1954); pp. 469-480 and passim. 
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characterization, Schumpeter had and offered much evidence and acute 
analysis; but I think the characterization is, nevertheless, a great exag- 
geration of the valid point involved. 

It is true that before and during, as well as after, the period of the 
Ricardian-classical system’s (never universal) vogue, there were other 
important insights and lines of development of theory in the field, 
which lay beyond the mental horizons of Ricardo and his followers. 
At the end of its heyday or time of dominance, its major tenets had to be 
opposed and subjected to (at least) large revisions before those other 
contributions could come into their own or be generally accepted. I 
think the Ricardian system, all the same, was no (entirely or mainly) 
false, barren, or wasteful ''detour,” but a construction of lasting value, 
embodying (approximate) truths or insights or discoveries, fully as im- 
portant as those which it failed to grasp and appreciate. It needed 
only to be adjusted to and combined with those other also true and im- 
portant principles in a consistent and coherent synthesis. 

As will be explained later on in this book, I think the late nineteenth- 
century exponents of the Jevonian, Austrian, and Walrasian "revolu- 
tion” in economic theory, against or away from the Ricardian-classical 
tradition, indeed made very valuable new contributions and on the 
whole advanced the science far beyond the, by comparison, rudimentary 
state in which Ricardo left it. They went too far, however, as leaders 
and followers of "revolutions” always do, in their wholesale rejection of 
the Ricardian structure and exclusive claims for their own un-Ricardian 
insights. Their better-balanced contemporary, Alfred Marshall, who 
took the wiser course, refused to accept or share the "revolutionary” 
view of the new advance in which he fully participated along with 
them, and instead retained, with revisions, much of the Ricardian struc- 
ture, and worked to construct exactly the "synthesis” referred to above. 
To this we shall return in later chapters; at this point I have wanted only 
to say that the now widespread underappreciation of Ricardo’s achieve- 
ment in economic theory and of its not only historic but enduring value 
is, in my opinion, as seriously mistaken and as harmful to the on-going 
search for all truth in the field as was the once widespread "worship” of 
just his system of ideas and aversion to all others known or thought to 
be in any degree inconsistent with it. 

About the origins of that latter attitude, it should be said first of all 
that little if any of the "blame” for its development can justly be laid 
at the door of Ricardo himself. In the main at least it was later, inferior 
exponents of Ricardian-classical economic theory who in their formula- 
tions gave it the dogmatic form and tone and appearance of claiming 
virtual completeness, perfection, or finality. But certain features of the 
character inherent in this system of thought, as it came from the mind 
of Ricardo himself, no doubt facilitated the later growth, in the second- 
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rate minds of the mass of its adherents, of such uncritical and all-criti- 
cism-resisting devotion. It wqs an impressive abstract theoretical system, 
deriving its general principles or 'laws” with compelling logic from as- 
sumptions highly congenial to the "common sense” of that culture 
and epoch. And it combined two things which gave it a very strong 
appeal to many minds. In one aspect it was a set of explanatory "laws” 
or principles to explain the over-all general pattern of the current opera- 
tion of the real economy, its on-going growth, and the main resulting 
changes of its structure — a theory of all that which did, to many minds, 
satisfactorily explain a great array of continually observable phenom- 
ena. And with that it combined a further set of normative principles 
or precepts — mistakenly regarded and represented as simply the logi- 
cally proved and necessary corollaries of the explanatory theory — to 
guide or govern governmental economic policy and to direct that policy 
on just the lines which at the same time were strongly and emotionally 
desired, on (partly) different grounds, by different groups. The policy 
program was desired on idealistic grounds by the classical economists 
(Ricardo and his followers) and a great many other intellectuals of the 
time — all heirs of the liberal Enlightenment — and^ on grounds of 
both moral conviction and economic self-interest, by growing multi- 
tudes of members of the English business community and of the entire, 
dominant middle-class public of the time. 

It is hardly to be wondered at that such a body of doctrine — ^which 
could thus seem to its votaries to give them both a clear, convincing, 
and full explanation or understanding of the course of events in the 
world around them, and "scientific proof” of the moral and practical 
necessity or imperativeness of the public policies to which they were 
emotionally committed anyway, along with a great part of the society 
around them — tended to become "The Truth” in its field, to be not 
so much developed and improved by further critical inquiry, as simply 
taught to the young and the public, and defended against all attempts 
to criticize and alter it. But as we are seeing throughout this book, this 
same kind of thing has always tended to happen, in the same way and 
for the same reasons, throughout the history of economic-and-political 
thought, to all at once explanatory and normative systematic theories 
of political economy and the typical moods of their groups of adherents, 
in their times and areas of prevalence. The case of the Ricardian-classi- 
cal system is in no way unique in this respect, and indeed is far from 
being the worst case of the kind on record. As we shall see, Marxism, 
for example, has become in its own circles a far more extremely rigid, 
static, and self-enclosed dogmatism than the Ricardian-classical-liberal 
political economy ever was. Moreover, we may, I think, be led to appre- 
ciate the relative freedom of the mind of Ricardo himself from all such 
"ideological” bias and dogmatism if we now look (i) at his special 
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position in the general history of economic-and-liberal thought, and 
(2) at the link leading from Ricardo's to Marx's theoretical system. 

Ricardo's realism and relative pessimism versus 
THE usual economic-liberal OPTIMISM 

The ^normative,” political, or policy-precepts component of the 
Ricardian system was essentially the same ^^economic liberalism" which 
had been supported earlier by the Physiocrats, Adam Smith, and others, 
and was being supported in Ricardo's day in England also by his friends 
the Benthamites. It was beginning to win general or widespread support 
in the English business community, and in fact to win the political 
power that it was to have and hold widely in the Western world 
throughout the nineteenth century and well into the twentieth. Also 
this same policy-gospel was to be supported, as a rule very fully and 
strongly, by those leading nineteenth- and early-twentieth-century eco- 
nomic theorists who were otherwise — in the field of technical, positive- 
scientific economic theory — ^participants in the above-mentioned 
^revolution" against or away from Ricardo's ideas and influence. As 
we know, the 'economic liberalism" that is here in question has always 
meant advocacy or support of a largely "free" (from direct and detailed 
control by governments) competitive "capitalism," or economic system 
of "free" private enterprises and competitive markets. And the usual 
tendency — except in the case of Ricardo's system of thought — of unions 
of this "gospel" with structures of economic theory, as such, has been to 
give the latter a dogmatic, optimistic bias about that economic system's 
"automatic" processes and results for the economic and general welfare 
of societies accepting, realizing, and maintaining it. But Ricardo, al- 
though he too was devoted to "economic liberalism," was objective 
enough as an economic theorist to adhere to his logic and assumptions 
— assumptions controlled not by his ideals but by his realistic knowledge 
even though the assumptions departed from the latter in the way of 
"simplifying" it — and let all this lead him, as it did, to a set of conclu- 
sions which on the whole was rather more pessimistic than optimistic, 
and must have been very disappointing to his dearest wishes. And he 
thus created a theoretical system of which some main elements were 
to aid Karl Marx — ^who indeed changed what he took from Ricardo, 
developed it in his own way, and added much else of his own — to create 
his "damning" analysis of all "capitalism," and alleged "scientific proof" 
that not economic liberalism but its extreme antithesis, complete so- 
cialism, was destined to become the only regime able to meet the needs 
of mankind, and survive. 

Although the full meaning and basis of all that I am saying here 
can be made clear to the reader only gradually, and in the course of this 
176 



entire chapter and several later chapters of this book, let me try here 
and now to explain my present point a bit more fully and exactly, and 
guard it from the most likely misunderstandings. Between the Ricardian 
and Marxian systems of economic theory, the only very partial similar- 
ity and historic connection has, beyond doubt, a certain degree of real 
significance, though I think too much is often made of it. As I will 
argue later on, the Marxian account of the matter grossly exaggerates 
the degree of resemblance and logical connection between the two 
systems. The elements, moreover, of Ricardo's system which Marx 
built upon were by no means flawless or entirely valid in themselves, 
even when understood as Ricardo meant them, and they became more 
false than true in Marx's version, involving his distortions and addi- 
tions. But the general point that I want to suggest here can be summa- 
rized in the following way. 

Most developments of economic theory carried out by devotees of 
economic liberalism have been seriously infected with the liberal-op- 
timistic bias or departure from full objectivity. They have been percep- 
tive only or mainly of the more attractive, harmonious, and generally 
beneficial aspects of the potential functioning and development of 
^‘free" or unfettered competitive capitalism, and relatively blind to that 
system's weaknesses, disharmonies, and internal difficulties. On the 
other hand or at the other pole, the Marxian development of economic 
theory is even more seriously infected with bias of the opposite, ex- 
tremely pessimistic kind (pessimistic from the "'capitalist" standpoint 
of course), or blind to those (by no means wholly unreal) "good" fea- 
tures of the same real system which the liberal economists have been 
too prone to see as its only ones and as more perfect than they are. But 
Marxian theory (as we shall see later) does yield insights of real value 
into the features of ""capitalism" which account for both its ""dynamism" 
and its difficulties or tendencies to develop malfunctionings endangering 
its power to endure as a system. The Marxian insights into all this both 
stand alone and exaggerate it, grossly, in order to produce the pretended 
""proof" that the system is fated to destroy itself and, in dying, give 
birth to the world's predestined, eventual socialist utopia. But finally — 
and this is my point here — Ricardo, in about equal measures of contrast 
with most othdr liberal economists and with Marx, was decidedly no 
pure optimist about the economic system which he favored (as rela- 
tively the best, really possible one in his world and time), but on the 
whole he was a remarkably objective, well-balanced realist. That is, he 
was able to carry on and develop — ^without the usual overoptimistic 
exaggerations and one-sidedness — the line of thought and class of in- 
sights evolving in the liberal tradition, and go fart of the way toward 
the very different, later views and insights of Marx; he anticipated and 
supplied much of the valid part of the content of the latter — along 



with, even, some partly mistaken, unduly pessimistic notions, in a 
measure contributory to Marx's plunge heyond true objective realism 
into his own black fantasy or nightmare. 

No doubt the characters in this respect of the theoretical systems 
produced by different economists have been much affected by the cur- 
rent states of or conditions in the real societies around them, and by the 
ruling climates of opinion in their times and circles. In the eighteenth- 
century world of the Physiocrats and Adam Smith, there was no ob- 
vious, flagrant unrealism in their vision of the potential harmonious 
and beneficent functioning and development of the liberal national 
economic systems which they advocated and conceived as ready to 
emerge into actual existence with removal of the then still existing 
traditional public restraints, of mediaeval and/or mercantilist origins, 
upon the mobility and rights of free choice and the private labors, 
investments, enterprises, trade, and competition of the mass of in- 
dividuals. The greater parts at least of the populations of France and 
Great Britain at that time were relatively prosperous or well off by 
then current standards; and the prospects of substantial improvement 
of most people's circumstances through the emancipations or libertarian 
reforms proposed by those economists were real. The structures and 
degrees of stability of those national economies or economic societies 
— the numbers and sizes of the actually or potentially competitive en- 
terprises and producing units in the different industries, the markets 
and marketing facilities that existed or could easily be developed, the 
potential, widespread, genuine competitiveness or relative absence of 
very powerful monopolies, and the slowness then of great changes 
through time of technology and cost, supply, and demand conditions 
for different goods and services, and the relative adequacy of the slow 
adjustments to such changes, which general economic freedom for all 
individuals would ensure — all gave much realism, in relation to that 
setting, to the optimistic theory of the potential functioning of the 
advocated liberal or ''free" economy, as a self-adjusting, smoothly work- 
ing, harmonious system, enabling all to best serve themselves by serving 
each other. 

Also, of course, as I have explained in earlier chapters, the prevailing 
philosophy of that epoch and the only limited development of empirical 
research and knowledge were further important factors helping to 
account for the optimism in the Physiocratic and Smithian theoretical 
systems, which was no doubt somewhat excessive even in relation to 
the real possibilities actually inherent in their real environments. Al- 
though their relative (in that time inevitable) empirical ignorance, and 
the too idealistic optimism of their Enlightenment philosophies, gave 
a touch or tinge of utopianism to their economic-liberal-and-economic- 
theoretical visions, still I think it also is true that the (transitory) char- 
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acters of their real environments helped to cause, engender, or suggest 
those visions, and give them much support or relative ^'realism/' Above 
all, those real environments had not yet begun to feel the profoundly 
disturbing impact of the imminent or incipient industrial revolution 
which — in its early stages, while most of its eventual benefits to the 
people generally were still in the future and the most prominent current 
results were the strains and distresses of the transition — ^was to make the 
real world around Ricardo and still more, a bit later, that around Marx, 
conducive to their more pessimistic theoretical visions. 

One important part of the pessimism in Ricardo's vision resulted, 
as we know, from its inclusion of the Malthusian theory of population 
growth and 'pressure on subsistence" and the resulting inevitability 
of mass poverty at the bottom of society. But we also have seen in our 
study of that theory, that the current real situation helped to suggest 
and support it, and gave it a fuller measure of validity in application 
to that situation than it was to retain in a later, more fortunate epoch. 
And so we can largely attribute this part of the Ricardian (relative) pes- 
simism not simply to the Malthusian theory, as such, but rather to that 
aspect of the contemporary, real environment which made that theory 
so convincing to Malthus and to Ricardo alike, and to all their followers. 
There were other aspects of that real environment — and the resulting 
climate of English public opinion — ^which go far to account for the 
other pessimistic elements of Ricardo's vision. The country's business- 
men — the many successful ones among them — were indeed flourishing, 
as participants in and beneficiaries of the on-rushing industrial revolu- 
tion. But as a class they knew some uncertainties and fears about the 
long-run prospects of their (the country's) expanding economy and 
their own respective enterprises and profits; for in their small island- 
country, with its fixed and limited area of land and supply of native 
natural resources, its fast-growing population, and its supply of new 
capital needing profitable investment outlets, there seemed to be in 
prospect in the long run an inevitable, progressive exhaustion or pre- 
emption of the better opportunities, and a decline of the rate of growth 
of the national output, and of profits. 

There was indeed a realization that all that would be alleviated in 
some large measure, and through some considerable period of time at 
least, by expansion also beyond the home country's limits, by the growth 
of imports of food and raw materials, the growth of exports of English 
manufactured products, and the growth of exportation of English 
capital to aid in and profit by developing other less-crowded and already 
developed countries. But it seemed inevitable too that even this wider 
expansion, or progressive using up of the power of the external or 
foreign world to support expansion of the English economy, would 
eventually reach or approach a limit. And in the meantime, full use of 
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this way of escape from the more imminent and confining limitations 
imposed by those of the home country’s own area and resources, was 
being prevented by a national policy which was maintained by a hard- 
to-overcome factor in the existing domestic political situation. The 
growing business and middle class was only beginning to break down 
the traditional monopoly of political power, and the controlling influ- 
ence of the vested interests, of the older, nonbusiness, '‘landlord” ruling 
classes of landed aristocrats and country gentlemen. Those “higher” 
classes in the English hierarchy were maintaining the Corn Laws — 
protective tariff against food imports — in order to maintain the high 
domestic price of food or agricultural produce and the resulting high 
rental and selling values of the country’s farm lands. And this was 
maintaining at high “artificial” levels the cost of living for the country’s 
industrial workingmen and the wages their employers must pay them, 
as well as increasing the share of their remaining profits which the 
businessmen must pay away in ground-rents to the landlords. The high 
cost of food and therefore of labor, and therefore of producing manu- 
factured goods, was reducing the competitive advantage of the latter 
in the foreign or world market, and thus hampering the growth of the 
country’s exports, required to pay for its needed growth of imports and 
provide the net surplus of foreign exchange which must be available if 
there was to be exportation of capital. In short, the businessmen w^ere 
involved in a two-sided struggle to maintain their own (profit) share 
of the national income or aggregate value of the national output — a 
struggle with labor, to hold down the share absorbed by w^ages, and a 
struggle with the landlords, to hold down the share absorbed by land- 
rents — and they tended to foresee or fear an eventual shrinkage of 
their profit share, for the reasons already indicated. All of this was 
spelled out in Ricardo’s system of economic theory, and gave the latter 
the main part of its pessimistic tone or cast, which thus to a great extent 
reflected the current, real situation and prospects and prevailing point 
of view of the national business community, of which he was a mem- 
ber. 

Let us not leave out of sight, however, Ricardo’s adherence to eco- 
nomic liberalism, his heritage from Adam Smith, and the inclusion 
also in his total theoretical vision of a good deal of the normal liberal- 
optimistic view of the potential functioning of competitive capitalism. 
On the power of continuing “free competition” in all markets to bring 
about all the proper adjustments and readjustments (to changing con- 
ditions) of the relative prices of the economy’s different products, and 
of the allocation of its total manpower and resources among different 
employments, to ensure maximal efficiency in all production and an 
optimal balance of responses to all market demands — on all this, which 
always has been the main theme of liberal-optimistic economic theory, 
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Ricardo fully agreed with Adam Smith and stands entirely in the line 
or tradition of that kind of theory. Agreeing in this field with all the 
other theorists in that tradition, he never doubted that the liberal capi- 
talist or business economy would be self-adjusting and perform admira- 
bly as regards efficient production, maximization of the aggregate of 
all production, and appropriate matching of the balance of the outputs 
of different products with that of the public s demands for them. It was 
only in the other respects already touched on above that he thought the 
economy's functioning-and-growth would proceed less favorably. In 
the field or process of the distribution or division of the national income 
into the rent share of the class of landlords, the wages share of the 
laboring class, and the profit share of the capitalists or businessmen, 
he saw the interests of the three classes as not in harmony but in con- 
flict, He thought that as this division would work out in the long run, 
the wage earners would get only ''subsistence' (and their capitalist- 
employers would find it increasingly costly to themselves to provide 
even this). The landlords would get a great and growing, unearned 
share of the national income by merely charging and getting, in the 
growing economy with a fixed supply of land, rising rents for rights to 
use the lands owned by them while not fersonally contributing to 
production; and the profits left for the capitalists or businessmen would 
over time decline toward zero. 

The impression, however, of fredominant pessimism in Ricardo's 
theoretical system as a whole, is due to the fact that he gave his main 
interest, attention, and emphasis to just these problems, on which he 
reached these pessimistic conclusions, about income distribution and 
the effects of economic growth upon it. Adam Smith had mainly em- 
phasized ( I ) the question how a nation could best foster growth of its 
total national output or income, and (2) the processes of adjustment 
in the liberal economy through which it would best serve this purpose. 
But Ricardo, while agreeing with Smith on the need for such growth 
and for the liberal economic policies and system as best fitted to achieve 
it, held that the full range of all the variables capable of affecting the 
size and rate of growth of the total national output or income, made 
up a subject matter too broad and complex, heterogeneous, and lacking 
in stable or reliable regularities, to be the appropriate subject matter 
or domain of economic science. Instead he conceived of the latter as 
properly concerned primarily with just the "laws" or principles con- 
trolling the division of the (growing) national income into the land- 
rent, wages, and profit shares, and the effects of economic growth 
ufon that division of those shares. And in developing and modifying 
Smith's subordinated and less than fully worked out theory of this 
subject, into his own emphatic and full-blown theory of it, Ricardo 
evolved the latter along the more starkly pessimistic lines, reflecting 
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the situation and outlook prevailing in the England of his time, which 
I have already outlined. 

SOCIAL PHILOSOPHERS VERSUS ECONOMISTS; 

UTOPIAN SOCIALISTS 

In Ricardo^s time and world there were still — chiefly among builders 
of all-embracing social philosophies, not specializing as he did in tech- 
nical economics — those who retained all or much of the optimism and 
utopian tendency which had been so prevalent in the preceding cen- 
tury, As we saw in a former chapter, there was much of that even in 
the utilitarian-liberal philosophy of Bentham and his followers, a group 
with which Ricardo was associated in a measure and which tended to 
claim him as a member. Since he and the Utilitarians alike were liberals, 
advocating the same public economic policies and often acting together 
politically, he was highly respected among them, despite his more 
pessimistic outlook. But Ricardo himself, as I have said, was no broad 
philosopher, and I think his system of economic theory owed little or 
nothing to any of the ideas of Bentham, though perhaps his economic 
liberalism had at least mainly, like Bentham's but in a looser sense, the 
social-utilitarian ground or motive — the simple pragmatic belief in the 
expediency, for national economic progress and prosperity, of the system 
of free private enterprises and competitive markets. At all events, his 
lack of active interest in the Utilitarian or any all-embracing social 
philosophy — ^his exclusive preoccupation with just the problems of 
economics which he worked on — may further help to account for the 
more than half-pessimistic ^realism'' of his thought. For the current 
economic situation and apparent prospects of the people, or even of 
the business and middle class, in the early part of the nineteenth century 
— in that disturbing and distress-producing stage of the industrial revo- 
lution and all its concomitants — ^were not of a nature to suggest a 
utopian, optimistic theory of the current or the potential working and 
development, in all respects, of competitive capitalism, to minds en- 
grossed in close study of the economic scene as such. 

Only minds that were engrossed rather in developing all-embracing 
speculative social philosophies, and hence were less fully and acutely 
aware of the gloom-suggesting features of the economic scene, could in 
that time easily and fully retain the high hopes prevalent in the just 
preceding time of the Enlightenment, about an impending and already 
beginning approach by mankind to attainment in the near future of a 
happy world of happily self-ordering, free societies. And the fullest 
continuation of that hopefulness and faith was no longer to be found 
even in such a philosophy as liberal Benthamism, which advocated a 
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laissez-faire, competitive capitalism along with political democracy, and 
was only moderately optimistic, i.e., relatively realistic. Instead, the full 
measure of such optimism was henceforth to be found only in the more 
radical and very different ^ philosophies^^ or visions of such diverse 
^'utopian socialist'^ thinkers as Robert Owen, Fourier, and others. The 
spreading social disturbance, distress, and discontent arising from the 
industrial revolution was breeding hatred of capitalism or the business 
economy, and dividing the seekers of a new utopian or perfect society 
from the adherents of the classical liberalism, which sanctioned (liberal 
competitive) capitalism and sought only moderate reforms or changes 
— to greater freedoms for all individuals — away from the ages-old, tra- 
ditional European form of social order. Though there had been in the 
eighteenth century, among its advocates of social change, a few socialists 
along with the countless liberal individualists, the program of the latter 
had then seemed sufficient, to most such idealistic minds, to realize the 
dream of a world of “perfected"’ institutions, policies, people, and human 
relations, and great and ever-growing, universal welfare and happiness. 
But in the early nineteenth century, when it seemed that the moderate 
liberal program was well on its way to full realization in practice and 
yet the state of the real world was extremely disappointing, the liberals 
were generally becoming less optimistic and utopian; and the still 
numerous, full-fledged Utopians — heirs and continuers of that eight- 
eenth-century dream — were in most cases becoming socialists. 

The Utopian socialists, however, not only were, but also seemed 
utopian in the derogatory sense to those of their contemporaries and 
immediate successors who surpassed them — and they were easy to 
surpass in this! — in realistic knowledge and understanding, both of 
the current and immediately prospective working and development of 
contemporary capitalism (and its mixed good and bad results for the 
people generally), and of the inevitable slowness, difficulty, and neces- 
sary method or strategy of a change or transformation of the social order 
as radical and profound as that from contemporary capitalism to a fu- 
ture, realized socialism would have to be. And the outstanding socialist 
thinker who soon emerged within this category of the better realists, 
or with more realistic knowledge and understanding of all that, was 
Karl Marx. It was he who first applied the disparaging adjective “uto- 
pian” to his socialist forerunners, and set out to make socialist thought 
“scientific” instead of “utopian,” i.e., to create a real social “science” 
about, mainly, not the ideal socialist world to be realized in the future 
but the “historical process” and course of action through which it would 
be realized. Yet there were in the strange mixed pattern of Marx’s 
thought, besides the one relatively realistic and scientific component 
which he fashioned from or with the aid of Ricardo’s economics plus 
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his own historical research, two other essential components which in 
fact were and remained utopian or purely speculative and expressive 
rather of his ideals, wishes, hopes, and dreams, than of any solid knowl- 
edge capable of being established as such through empirical-and-logical 
research. 

One of those two radically nonscientific and unrealistic components 
of Marx's thought and all Marxism was and is the vague socialist vision 
itself, of the future, perfected, socialist society, which Marx took over 
essentially unchanged from his more purely utopian socialist forerun- 
ners, In criticizing the mode of thought of those forerunners as '‘uto- 
pian," he did not intend any criticism of their goal itself as fantastic and 
forever unattainable on earth. On the contrary, he fully shared and 
retained their extremely visionary, wishful, and hopeful faith that 
"some day" all men would live in complete or absolute freedom and 
harmony, as spontaneously, perfectly cooperating members of ideal 
communities of workers, collectively owning all "means of production" 
and individually contributing to the collective output or income "ac- 
cording to their abilities" while sharing its use or enjoyment "according 
to their needs." Only the ideas of his utopian forerunners about the 
process of attainment of this utopia seemed to Marx "utopian" or un- 
realistic. They expected simply, through preaching and argument, to 
persuade the public of the wisdom and attractions of their program, 
and thus to bring about its adoption and execution by general agree- 
ment. They did not realize that in the current state of the existing 
capitalistic societies, the circumstances and resulting interests, attitudes, 
and power of the members of the dominant class made that impossible; 
nor did they (the socialists) realize that they must wait for and through, 
understand, and cooperate with the impending historical process of 
social evolution which would in time 'ripen" the existing societies 
for easy transformation into socialist societies — and then complete the 
transformation through well-prepared and well-timed revolutions. But 
involved in Marx's own theory of this historical process of social evolu- 
tion, to be completed at its future end by the socialist revolution, was 
the second visionary-philosophic, not scientific or realistic, component 
of his own scheme of thought — the conception of all human history 
as a "dialectical" process working its tortuous way to a preordained 
goal, which Marx carried on (with a revision of his own) from the 
philosophy of Hegel. Thus it was in the enveloping context of his 
dreams of the future, harmonious, socialist world, and the necessary 
road of struggles leading to it, that Marx incorporated the more solid 
core of his intellectual system — the analysis of the current and prospec- 
tive functioning and evolution of capitalism as an economic system, 
which he fashioned from Ricardo's economics together with his own 
researches into facts of earlier and contemporary economic history, 
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RICARDO AND LATER DEVELOPMENTS 

The degree of 'pessimism/^ then, which characterized Ricardo^s 
theory of the current and prospective working and development of the 
business economy of the early-industrial-revolution time, was far sur- 
passed by the utter grimness of Marx s only partly similar theoretical 
picture, and forecast of the future, of that economy. For in Marxes mind 
his visionary faith in the socialist-utopian destiny of mankind set up 
a standard by contrast with which the contemporary capitalist world 
and system appeared to him as an intolerable ‘^mess,^^ which surely 
would (he wishfully believed) bring about its own destruction, through 
its malfunctioning and self-induced degenerative evolution. Ricardo 
on the other hand, although he was a liberal and thus favorably disposed 
to the existing or emerging order which Marx hated, had a mind that 
was not too much influenced by the usual liberal visionary faith in 
the liberal utopia; and he achieved, simply, a rather highly objective 
and realistic understanding of what in fact was going on in the economy 
around him. But by no means all later liberal economists were to do 
as well in this respect. 

It is remarkable that Ricardo's system of economic theor)^, with all 
its realistic, relative pessimism about the ^^natural" working and develop- 
ment of competitive capitalism, became and remained through several 
decades the cherished, dogmatic creed of most of the economists, busi- 
nessmen, and politicians who wanted to uphold that regime or system 
and the public policies most favorable to its ''free, natural" operation 
and development. Of course, the "grim" results of the real systems 
working as depicted in this theory or creed, were all attributed to 
"natural laws" which, it was held, public action could do little about. 
And perhaps the very fact that even this creed or theory represented 
the real system’s working as not much better than barely endurable for 
the people generally — together with the fact that in that harsh era 
most potentially popular alternative theories or even limited revisions 
of exactly this one, were likely to represent the real system as t^wendura- 
ble and issue in demands for public action to reform it — perhaps all this 
explains why the Ricardian-classical scheme of theory tended to become 
for its adherents a sacred orthodoxy, to be preserved and taught as it 
stood, with vigilance against all new interpretations, revisions, and 
developments which might be or become dangerous heresies. But as 
the early and middle decades of the century passed, the gradual rise 
and spread of prosperity, and of democracy, brought a new growth of 
social stability, security, confidence, and optimism. The (multiplying) 
supporters of the liberal economy and economic policies, including the 
(also multiplying) liberal economists, became less timorous; and the 
latter and their public became ready for both the new advance of eco- 
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nomic theory in the last three decades of the century and the change 
of outlook in that field away from the Ricardian-classical pessimism to 
renewal of the economic-liberal optimism which had flourished in the 
eighteenth century and as then, so now again, often verged too nearly 
upon utopianism. 

In the appropriate later chapters we shall study both sides of that 
later development — the real and substantial advance of technical, theo- 
retical, or analytical work in the science as such, beyond Ricardo's 
achievements, and (owing to the stronger influence of the more con- 
fident liberal ideology) the swing away, not only from Ricardo's pes- 
simism, but also from any 'realism" or "sense of reality" equal to his, 
into new excesses of unrealistic optimism. But we must now, in the 
next chapter, go beyond all the broad, general, and peripheral topics 
that have occupied us in this one, and take up direct study of Ricardo's 
"technical" theoretical work in economic science itself. It will be neces- 
sary to confine our attention almost entirely to just the main part of 
his work — the views that he worked out in what he held to be the main, 
central, or general field of economic theory, as distinguished from the 
several appended, narrower, special fields. 

In other words, our concern is to be with his theory of "value" or the 
relative prices (exchange values) of the different goods produced in the 
economy, and theory of the division of the national income into the 
land-rent, wages, and profit shares, and theory of the effects of economic 
growth (growth of the country's population, supply of labor, and sup- 
ly of capital, in its fixed land-area) upon that division or those income 
shares. But the fact must be stressed that Ricardo also produced, besides 
his system of general economic theory dealing with those topics, im- 
portant contributions to knowledge about other problems, in the special 
fields of study of money, banking, and monetary policy, international 
trade and finance and commercial policy, and fiscal policy or public 
finance, especially taxation, Ricardo had much to do with establishing 
the practice, continued by all subsequent economists, of dividing the 
total field of economics into the central or main field of general theory 
and those (and other subsequently added) special fields. And his own 
great contributions in his special fields, especially that of monetary 
theory and policy, in fact were largely made hefore he created the 
scheme of general economic theory which is now about to receive nearly 
all our attention. But in approaching my treatment of that scheme I 
must begin by explaining the view which dictated Ricardo's sharp 
separation of "monetary theory" and "general economic theory" from 
each other; for this view, which made that separation seem essential, 
was itself a primary principle of his economics, and must be understood 
at the outset if we are to understand the point of view and structure of 
his scheme of general theory. 
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CHAPTER 8 


Ricardo: The Ricardian Theory of 
Exchange Values, Income Shares, 
and Economic Growth; and 
the Underconsumption Heresy 


ECONOMICS VERSUS MONETARY THEORY; 

Ricardo's theory of ' value'^ 

As was said at the end of the last chapter, we must now first glance 
at Ricardo's theory of the role of money in the economic system, and 
the reason why he regarded study of that role as a separate specialty and 
not a part of general economic theory. Money, according to Ricardo 
and his followers, has no other function or significance except that of 
serving as a ^medium of exchange" which obviates ^‘barter" or direct 
exchanges of different ^heal" goods for each other, hut only reflaces 
literal with virtual or indirect ‘Tarter" in that sense, or enables the 
same results to be attained in a more convenient and economical way. 
Any sale of anything for money is only one and not the final step to- 
ward the seller s goal — a means to the end of obtaining the other things 
he will buy with the money. The money itself can be of no benefit to 
him until he spends it, hence in every case he will certainly soon spend 
all of it, for consumers' goods or/and investment goods. Thus what 
really goes on, in and by means of all commerce or selling and buying, 
is a process or network of exchanges, of the outputs of the products of 
the economy's different industries and enterprises, and of the inputs 
of labor-time and means of production that go into them, for each other: 
exchanges among owners of these different items, forms, or elements 
of “real" (nonmonetary) wealth, hy way of their intervening acquisi- 
tions and spendings of money, which at once facilitate and disguise the 
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real process but do not essentially alter or affect its character and out- 
come. 

Changes of the economy’s supply and flow of money can indeed 
raise or lower all money-prices, and — ^because when that happens some 
money-prices change more quickly than others, and the normal rela- 
tions among them all can be reestablished only in the long run — such 
monetary changes tem'porarily change the exchange ratios among the 
different, 'real” goods which men are disposing of and getting in return. 
And it is the task of monetary theory to explain, and the task of mone- 
tary policy to control and minimize, these fluctuations and transitional 
disturbances. But general economic theory needs to abstract from all 
the monetary phenomena as such, in order to avoid confusion in per- 
forming its different task of explaining the relations and behavior of 
the "real,” nonmonetary variables which over the long run control the 
economy’s functioning.^ The question of the validity of this idea will 
concern us only in a much later part of this book; here the student 
should not accept or reject or judge it, but only understand it as a basic 
tenet of Ricardian theory. If he does so, he will understand that — and 
,also why — Ricardian "general” theory begins with the problem of 
Xvalue,” not in the sense of money-value or price but in that of the 
value-in-exchange of any one for any other one of all the goods that are 
being produced and exchanged in the economy. What is, with respect 
to any good, the basis of its value in terms of each other good — the 
cause, determinant, or regulator of the physical quantity of the (any) 
good acquired, which a unit-quantity of the good exchanged for it "is 
worth” or equivalent to or would just exchange for in the long-run 
normal equilibrium of the fluid, free, competitive economy? 

Now in developing his theory to explain exchange values in that 
sense, Ricardo agreed up to a certain point with Adam Smith’s discus- 
sion of the same problem, but diverged thereafter to a different con- 
clusion. Thus at the outset he agreed with or followed Smkh-..in^ 
assigning only a limited role- or significance to a good’s utility or value- 
in-use, and "the "resiiltiflg 'demand for it, in helping to account for its 
valueln-exchange. As Ricardo in effect put this proposition: if a thing 

^ Although I am sure that students of Ricardo's writings on monetary and other 
economic subjects will agree that he held the views I have attributed to him thus 
far in this chapter, this cannot be documented by specific references to specific 
passages. 

The further exposition of Ricardo's theories, in the bulk of this chapter, is all 
based on or refers to the first six chapters of Frincifles of Political Economy and 
Taxation: The Works and Corresfondence of David Ricardo, Piero Sraffa C^d.) 
(London. Cambridge University Press, 1952), vol. i. Again, footnotes referring 
to particular passages are generally omitted below, because the entire series of 
Ricardo's chapters must be read as a connected whole if his views on particular 
points are to be understood. 
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has no utility for anyone and there is consequently no demand for it, 
then of course it will have no exchange value; existence of (some) util- 
ity and demand is a necessary condition for existence of exchange value; 
but this necessary condition generally is not sufficient by itself to deter- 
mine the amount or magnitude of the good’s exchange value. Given 
the existence of some — no matter how much or little — ^utility and de- 
mand, the exchange value, in Ricardo’s general case^^h be anything 
in the long run, depending on a quite different vari^le which I wifi 
for this moment call 'cost of production” — deferring the required ex- 
planation and reservations, at this point we must proceed care- 

fully, for it was at this point in the Ricardian line of argument that the 
later anti-Ricardian "revolution” in "theory of value” was to find its 
point of attack, and raise its significant but confusing issues. The later 
"marginal utility” theorists, in other words, were to make the full or 
detailed analysis of utility and demand and their role, which Ricardo 
failed to make; and the "revolutionists” among them were to attribute 
entire control of exchange value to just utility and demand alone, and 
accuse Ricardo of conceding no importance at all to them, and wholly 
deny his view imputing an indefendent importance or role to (some- 
thing involved in) the good’s "cost of production.” Hence it is im- 
here to explain Ricardo’s real position as fully and clearly as 

fact granted not only that utility and demand are always neces-^ 
sary to give exchange value to any good. He also granted that Utility 
and demand do exert complete control in the special cases in which’ 
"cost of^ production” either is nonexistent or cannot exert control; i.e., 
in an^cases of goods either not produced by human agency but supplied 
by "nature” in restricted quantities, or humanly produced but by mo- 
nopolies controlling and restricting their supplies and thus ruling out 
the competitive adjustment of supply to demand at the cost value and 
so of exchange value to the cost-determined level, which he assumed 
to be operative in the general or most common case, in the kind of 
economy which his whole system of theory w^as about. And finally, 
going still farther, he also granted that even in that general (competi- 
tive) case, utility and demand always have an immediate controlling 
importance in the short run, when and while supply is out of adjust- 
ment to demand-at-cost and until such nonadjustment is replaced by 
full adjustment. Thus for example, whenever the market’s demand for 
a good increases, and the supply cannot immediately be increased to 
the same extent, the immediate result will be a rise of the good’s price 
(relative to the prices of other goods not in this same situation); but 
in the long run, if the Ricardian competitive adjustment mechanism 
is working, the higher price and reward for production of this good 
will attract more capital, land, and labor into that employment, and the 
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output or supply of the good will increase to equality with the enlarged 
demand at the cost price, and this will bring the actual price down to 
the cost level again. 

In short, Ricardo in his argument as a whole quite fully recognized 
the entire, actual role of the utility-and-demand variable, even though 
his theory lacked the clear, detailed analysis of this which was to be 
the primary contribution of his later critics. But he put his main stress 
on the long-run processes of adjustment of supplies to all changes of 
demands, in the fluid, liberal, competitive economy, and the long-run 
control of the points of halance of supplies with demands and so of the 
equilibrium exchange values of the different products, by their relative 
'costs of production/' When his friend and contemporary critic, Mal- 
thus, accused him of giving too little study and stress to the role of 
demand, he replied that he fully appreciated the importance of that 
role but thought of supply as generally, in the long run, "pressing 
closely on the heels of demand," and thus making value dependent 
finally — regardless of the extent of demand — on cost of production as 
the regulator of supply.^ 

We must next notice, however, how Ricardo's analysis of cost differed 
from that of his later critics, and from Adam Smith's. In considering 
the components of the cost of producing a good, Ricardo emphasized 
not the values of the required labor-services, materials, use of land and 
equipment, etc., which the late-nineteenth-century opponents of his 
doctrines were to emphasize and view — in a way entirely consistent, 
really, with his view of them — as derived from the values of the alterna- 
tive, potential products of the same resources, and so as indirectly de- 
pendent on — ^not independent of — utility-and-demand variables. 
Ricardo's stress here was whqlly_itpon the quanttties of the input- 
factors required per umt-quantity of output of each good, precisely 
Because he realized that in competitive equilibrium the producers of 
all products, drawing on the common supplies of the same input-factors, 
must pay at the same rates for them, hence the different values of the 
different products must reflect and correspond to the different amounts 
of the input-factors needed to produce them. It was therefore only, so 
to speak, this dimension of the cost of producing a unit of a good — 
not the prices paid for the input-factors hut the amounts of them re- 
quired — which Ricardo meant or had in mind, in treating "cost of 
production" as a crucial, independent variable, independent of utility- 
and-demand variables, and playing in the long run the all-important 
role in determining the relative position of each good in the system 
of exchange values — in full equilibrium of the fully competitive econ- 

^The letter from Ricardo to Malthus containing this passage appears in ihid., 
vol. 8, pp. 3ooff. 
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omy, with mobile labor and resources flowing into all employments to 
the point of equalizing the rates of earnings obtainable in them. 

But if we follow and accept this line of thought, thus far, we now 
have before us a dilemma. This conception of ^^the cost of production^’ 
of a good — in the not-prices-but-only-quantities-of-inputs aspect — as the 
set of quantities of all the input-factors needed to produce a given 
output of the good — is an impossibly awkward, heterogeneous concept, 
referring to a group of quantities that are incommensurable and cannot 
be added up : X man-hours of labor flus Y acres or square yards of land, 
flus (?) Z units (?) of capital, is meaningless. The best that can be 
done to get a usable concept, as consistent as possible with the line of 
reasoning which led us to this one, is to accept the rough approximation 
of using only the variable quantity of one of the input-factors — the one 
that is generally predominant, and apt to vary in the same direction 
with most of the others — to stand for all of them. And this, I think, is 
what Ricardo did in adopting — with careful qualifications, to be ex- 
plained hereafter — his famous 'labor theory of value’': that in com- 
petitive equilibrium the relative values of the conventional unit-amounts 
of any two different goods, tend to he affroocimately frofortional to 
the relative amounts (in man-hours) of labor-time direcdy and indirectly 
"embodi^ in” them, i.e., required to produce them (including produc- 
tibn^F all the produced means or equipment, tools, materials, etc., J 
which enter into them) — under the existing conditions and with the 
currently used techniques of production in the industries concerned. 
But now, to test this interpretation of Ricardos theory and to get a 
fuller understanding of it, let us turn back to Adam Smith’s discussion 
of the value problem and then follow up the criticisms and revisions of 
Smith’s views through which Ricardo arrived at his own position. 

As we know, Adam Smith confined the sphere of valid application 
of "the labor theory” to the (his imaginary) ultrasimple ^^primi^ve’’ 
economy in which "laborers” alone produced, received, and owned 
everything. They specialized in producing different single products and 
supplied their other needs through barter with each other, had virtually 
only their labor-time to "put in” to production, and applied that to the 
best advantage, i.e., chose their occupations with a view to maximizing 
the amounts of their fellows’ products obtained in exchange for the 
product of each man-hour of work. All those conditions are implicitly 
assumed in Smith’s (and Ricardo’s) famous familiar illustration: 
two primitive hunters go into the forest, the one hunting deer and the 
other, beaver; the deer hunter needs (on the average) two hours in 
which to find, kill, and bring back one deer, while the other can "pro- 
duce” one beaver in one hour; then, if the two are to stay in their re- 
spective occupations, i.e., continue hunting the same animals, their 
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products must be and remain exchangeable at the rate of two beavers 
for each deer. For at any other rate (ratio) of exchange, not thus cor- 
responding to the relative labor-time 'costs of production/' either the 
beaver hunters would gain more by becoming deer hunters instead, or 
vice versa; and enough individuals would transfer from the less to the 
more advantageous occupation, to alter the relative supplies of the two 
products to the point of making any unit of each "worth" the amount 
of the other representing the same labor-time "cost." 

Ricardo agreed with and repeated this illustration and argument of 
Smith's showing how the "labor theory" would work in the "primitive" 
economy, thus conceived; but he disagreed with Smith's different view 
of the more developed and complex, real economy around them, in 
which both men of course were far more interested. Smith, as we know, 
regarded the "labor theory" as not valid in application to the latter, on 
the ground that in the latter the laborers had to "share" (the value of 
output) "with landlords and capitalists," i.e., the wages paid for the 
labor-time involved in production of a given output of a good now 
made up only a part of its full-cost value, and the remaining parts of 
that went as rent to landlords for the land-use involved, and profit to 
capitalists on the capital involved. It did not seem to Smith that one 
only partial determinant of the relative production costs of different 
goods — the relative labor-time requirements and resulting costs for 
wages — could be the determinant of the relative or exchange values of 
the goods. His apparent reasoning on this point involved the (quite 
reasonable) implicit assumption that labor-time, land use, and capital 
use would or might well be combined in different 'proportions in pro- 
ducing different goods, hence the costs for wages alone would be differ- 
ent fractions of the full-cost (money) values of the latter, and their 
relative values-in-exchange for each other would then not be propor- 
tional to their labor-costs-in-production, alone. Hence Smith, on leaving 
consideration of the simple, "primitive" economy and taking up the 
task of analyzing the complex, real economy around him, discarded the 
"labor theory" and replaced it with a total-money-costs theory of prices, 
which said only that, in long-run competitive equilibrium, the prices of 
products would be equal to the sums of the necessary payments of wages, 
rent, and profit for the labor, land, and capital required in their pro- 
duction.^ 

Ricardo, however, regarded that mere money-costs theory of prices 
as insufficient or unsatisfactory, and undertook to show that and how 
a somewhat qualified "labor theory" of exchange values could be made 
to fit all the real conditions present in the contemporary, complex econ- 

® See the previous presentation of this part of Adam Smith’s discussion of the 
'Value” problem, in my Chapter 4 above, pp. 10 5- 10 7; and the footnote refer- 
ences there to the relevant passages in the Wealth of Nations, 
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omy) and provide a more profound or thorough explanation of the 
relative or exchange values of its different products in long-run compe- 
titive equilibrium. To Ricardo I am sure the mere global money-costs 
theory of prices seemed — as indeed it is — superficial and circular. In 
the competitive economy all prices are interdependent, and it is no 
full or sufficient explanation of the prices of products to say only — 
though this is true as far as it goes — that in equilibrium they will equal 
the sums of the total prices (per unit prices times quantities) of all the 
inputs of labor-time, land use, and capital use required to produce 
them. For this set of equalities or equations reflects the influence of 
the prices obtainahle for the products in the markets, on the prices 
the producers can and in competition must pay (per unit) for all those 
inputs, as well as the influence of the latter prices on those they ^ musF^ 
get for their products to cover costs and keep going. 

As we saw before, to get outside that circle, to the factor in costs that 
is independent of demands and prices and, by governing supply adjust- 
ments, determines the relative prices of different products in the long 
run, it is necessary to focus solely on the quantities of the inputs tech- 
nologically required to produce unit-quantities of output of the different 
products. For practical purposes, this means to focus on the best usable 
approximation to the complete sets of the input-quantities required; 
viz,, the labor-time requirements. Ricardo, then, endeavored to so 
analyze the relations of the different elements of the total money-costs 
of producing goods to their exchange values as to establish the generally 
'predominant role of the labor-thne requirements in determining the 
latter. And he proceeded toward his goal by way of a series of arguments 
about the other elements of production costs in Adam Smith's sense — 
viz., land-rents, wage rates, and profits — either wholly or largely elimi- 
nating them from consideration as part-causes oF the values " of the 
pTodlicfs^ First he argued" that the land-rent elements in the prices of 
all products do not at all affect those prices, but entirely result from 
the^latter. And then he went on to argue that although wage rates and 
profits or capital costs do affect all prices, they do not as a rule much 
affect the relative prices or exchange values of the different products — 
or do affect those significantly only in some special cases. Thus in the 
end he got down to or had left his labor-time requirements, in the total 
production processes for different goods, as the principal determinants 
of their exchange values. Let us now consider, first, his theory about 
land-rents and product prices. 

In the national economy as a whole there exists only a fixed and 
limited amount of land; and this total supply is made up of lands of 
various different qualities or grades from the standpoint of producers 
of each kind of product — e.g., for any branch of agriculture, there are 
soils of many diferent degrees of fertility; and generally, for each pur- 
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pose, the supply of the hast land is quite small, even second-best land 
is not very abundant, etc. Now if and as long as a new or young, growing 
country has only a small or sparse population relative to its total land 
area, and demand conditions call for only small total outputs of the 
different products, the entire output of each product may all be pro- 
duced on or from the best or most productive land for that purpose; 
and as on this land the production costs (for the labor and capital re- 
quired) per unit of output will be low, the equilibrium price of each 
product also will be low (only covering those costs), and the owners 
of the land used may be unable to charge and get any net or pure land- 
rent, i.e., anything more than compensation for the costs they may 
have incurred for adding manmade improvements to the land as such 
or as 'nature ' made it. That is, if there is still "plenty^' of land of the 
best grade for each purpose, to more than satisfy all demands for its use 
in production, there will be no competitive bidding up of rentals by 
eager would-be tenants for each piece of land, but rather a competitive 
cutting down of rentals by owners in order to get their lands used. This 
procedure will continue as long as they are still getting any net returns 
at all over and above repayment of whatever costs they incur only when 
they rent out the lands. 

But that initial situation cannot last long in a growing country or 
economy, i.e., one in which all economic quantities except the land 
supply are increasing over time. With continual growth, in its fixed 
land-area, of the economy's population, labor supply, capital supply, 
and demands for all products, the outputs of the latter will increase in 
two ways, alike involving rising additional lahor-and-capital costs of 
production of the additional outputs. One part of the increase of pro- 
duction is attained through increasingly intensive use of the best land 
already in use, i.e., application of more and more labor and capital on 
that same land, per unit of its area, to increase its output. But this 
process is subject to "the law of diminishing returns,^' i.e., beyond a 
certain point the further additions to output which can be made in this 
way decline relative to the additions of more labor and capital on the 
land, which are needed to produce them. 

In other words, the latter, and hence the additions to producers^ costs 
which they entail, rise relative to the additions to output which they 
yield. And because the increase of production on or from the best land 
is subject to this "law,'' the same new conditions (of demand for the 
product and price obtainable for it), which nevertheless make it pay, 
will also make it pay as well to bring into use additional poorer land, 
not used before, on which from the outset the per unit production cost 
for the labor and capital required is likewise high as compared with 
that in the original situation on the best land. The gr owing economy 
meets i ts _£rpwing^ demands for .all products with increases of outpu t 
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involving increasingly intensive use of its better lands and an 

eve^Wider extension of production also to less and less good, additional 
land-areas. And since in both these processes, as they continue, the new 
additions to producers' costs for the new additions to output rise pro- 
gressively, the growing demands for the products are met with only 
such limited increases of their outputs as will keep their selling prices 
equal to those rising ^marginal costs" of the most expensively produced 
'last" increments included in the equilibrium outputs. 

Now in that latter situation, however, of generally increased de- 
mands and production, the greater fart of the total national output of 
each product is still being produced on lands that are better, in various 
degrees, than the foorest land being used in the industry; and on each 
such piece of ^'intramarginal" or "better than marginal" land, the aver- 
age cost or production per unit of its output (for the needed labor-and- 
capital input only) is helow the "marginal" cost which the selling price 
of the product must cover to make total production equal to demand. 
Hence the sale of the output of each piece of intramarginal or relatively 
good land yields a "surplus" of total receipts over total production costs 
(for labor and capital), which reflects and measures the extra productiv- 
ity of that piece of land, and the advantage of its use, over that of the 
"marginal" land in use in the industry. And the coinpetition of would-be 
users or tenants for each such piece of land enables its owner to obtain 
a reiTTTor its use equal to this "surplus" of receipts over (other) costs 
which any normally competent user of it can acquire. Thus land-rents 
arise as results of the heights at which the prices of products are fixed 
by "marginal" labor-and-capital costs and the lower average costs for 
those factors on the lands concerned, (md are not themselves parts of 
the price-determining costs of production. This is not yet the place to 
take up the other aspects of Ricardo s theory of the land-rent share of 
the national income, including his (implied) view of it as "unearned" 
by the landlords who received it. Thus far our task in hand is still that 
of understanding his route toward demonstration of his "labor theory" 
of the values of products through arguments eliminating their other 
supposed determinants; and we have now just completed, with him, 
the first step along that route, i.e., the argument eliminating land-rents 
from any role in that connection. 

Still, before going on to the next step let me add here, as illuminat- 
ing the Ricardian theory of the origin of land-rent just presented, an 
account of the improvement of or upon it which was worked out by 
the later German economist von Thiinen,^ who devised a simplification 
of Ricardo's argument that makes the essential point stand out more 
clearly. Ricardo's presentation, as we have seen, emphasized — though 

"^See J. A. Schumpeter, History of Economic Analysis (New York: Oxford 
University Press, 1954), pp- 465-468. 
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this really is not the essential point — the fact that an ecOnOmy^s total 
supply of land normally includes lands of different grades or qualities 
for every purpose, and that where this is so, and the growth of demand 
is met partly by extending production to lands less good than the best, 
rent arises first on the better lands and appears to reflect and measure 
their degrees of superiority over the ' marginaF' lands — the least-good 
'pieces’’ brought into use at all, at a given point in the growth of de- 
mands, and of such little worth (productivity) that at that point no 
rent can be paid or obtained for them. Ricardo indeed did make the 
essential point, as we also have seen, that it is the rise, on the better 
lands themselves, of the marginal costs of increasing their own outputs, 
above the average or over-all per unit costs of production on them, and 
to equality with the initial costs on the marginal lands, which accounts 
for the coming into use of the latter, and for the emergence of the 
rent-surplus on the better lands. But he seemed to regard this rise of 
intensive-marginal costs on even the best lands as only explaining the 
resort to poorer lands also and to view the latter as the cause of the 
emergence of rent on the better lands. 

Now what von Thiinen later showed was that the true explanation 
of the origin of rent is only unnecessarily complicated and obscured 
by assuming (in agreement, to be sure, with the usual facts) a non- 
homogeneous land supply, and allowing this really irrelevant detail — 
the differences of different pieces of land — to appear to have key im- 
portance. To show this, von Thiinen set up instead an ingenious con- 
ception under which all the land in the economy he analyzed would be 
economically alike or uniform. In his imaginary "isolated state” — a 
self-sufficient, closed economy — there existed a central market town 
and, all around it, concentric rings, or belts, of farm land, with differ- 
ences of soil fertility always precisely offsetting differences of distance 
from the market town and so of transportation costs. The richer soils 
were just enough farther away to have no advantages — the less rich 
soils enough nearer to market to have equal advantages — so that on 
balance all the farms would be just alike and equally profitable. This 
economy still had, however, like Ricardo’s, a fixed total supply of farm 
land, and over time a growth of population, capital, demand, etc. And 
as von Thiinen rightly argued, as soon as this growth caused cultivation 
of all the farm land to become intensive, or go beyond "the point of dimin- 
ishing returns” of additional produce for additional inputs of labor and 
capital, rent would emerge — the same rent per acre, for all land alike. 
To bring about a given increase of output from the land, the growth 
of demand would have to raise the price of the produce to equality 
with the marginal or extra cost of the extra output; and the excess of 
this cost-and-price over the average cost of production per unit of the 
whole output of each farm would engender the rent surplus. And 
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finally, it remains as true in this as in Ricardo s own picture that the 
land-rents do not affect the prices of the products, hut result from these 
prices as determined by the lahor-and-capital costs of production of the 
marginal increments of or in the equilibrium outputs. 

And now let us return to the further course of Ricardo's argument. 
He has shown us that of Adam Smith's three elements of the sup- 
posedly price-determining cost of production of every good, one — the 
rent element — is not price determining at all, but price determined. 
Now what can be said of the other two elements — wages and profits? 
As to wages £wage rates), Ricardo could have made his essential argu- 
ment very simple if he had been willing to go extremely far in the use 
of unrealistic, reality-simplifying assumptions. Were all labor ^assumed 
to be homogeneous, alike, or uniform, and mobile into the best-paying 
employments, it would follow that in the competitive economy in 
equilibrium, all the labor in all industries or lines of production would 
get just one single uniform wage rate per man-hour, and the wage-costs 
per unit of product turned out could vary as between different products 
only as the amounts of required labor-time varied. 

But Ricardo did not ignore the complexity of the real w’^orld to this 
extent. He recognize? the existence of a scale or hierarchy of grades 
of labor, or degrees of skill, and corresponding wage rates, and the fact 
that some products 'embody" higher proportions of highly skilled and 
high-priced labor than do others. He did try, however, to argue that 
these facts necessitated only a small modification of his (almost) ex- 
clusive stress on quantities of labor, and this argument took the follow- 
ing form. The scale, he said, of grades or kinds of labor or degrees of 
skill and of their wage rates is as a whole a fairly fixed or constant struc- 
ture over long periods. (He was interested above all in explaining 
changes of the relative values of different goods, and therefore inclined 
to attach only slight importance to any feature of the situation which, 
being subject to but little change itself, could not greatly contribute to 
such changes.) Moreover, he went on to say, in comparing labor of any 
two different degrees of skill and expensiveness, one could well regard 
the more highly skilled and high-priced labor as in fact representing, 
in all, correspondingly more labor; for besides the current labor of the 
highly skilled w^orker one had to count also the frevious labor invested 
hy him in acquiring his superior skill. Assuming a wide distribution of 
all native talents or potential abilities in the laboring population, and 
opportunities for all youths to choose their occupations rationally in 
the light of knowledge of comparative costs and prospective earnings, 
the relative supplies and prices of the different more and less skilled 
kinds of labor would tend to be self-regulating in the long run in such 
a way that the amount of preparatory training work and time required 
to acquire a given kind and degree of skill would be just compensated, 
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afterward, by the higher earnings of those who had acquired it. There 
would thus be a normal, direct proportionality between the hourly 
wage for current labor of a given kind and grade of skill and the total 
number of hours (adding in those previously spent in acquiring the 
skill) really being paid for. 

Thus Ricardo felt justified in treating an hour of skilled labor, get- 
ting twice the wage paid for an hour of unskilled work, as really equiva- 
lent to two hours of the latter, and in working then with these weighted 
labor quantities as his fundamental regulators of the relative values of 
different products. But it should be said, I think, that this argument is 
one of the weaker parts of his whole analysis. The assumptions about 
the distribution of all talents and opportunities, and others about the 
actual determinants of men*s choices of their occupations and so of the 
supplies and earnings of different kinds of labor, etc. — in short all the 
assumptions which are needed to support the theory that earnings are 
in general proportional to the total amounts of work required to earn 
them — cannot be j ustifi ed as ^healistic^' in application to the English 
economy TFRicardo^s time, or to any other. The particular ^'weights’' 
or multiples used in computing the total amounts of labor-time, sup- 
posedly represented by single hours of current labor of different kinds, 
really had to be derived from the current structure of market wage 
rates, without any full, valid justification of the kind suggested; and 
this meant that the argument really was circular or question-begging — 
a demand-dependent value-phenomenon, the market value of each 
kind of labor was after all incorporated into the supposedly independent 
purely quantitative (value-free) labor-time determinants of the relative 
values of the final products. 

Ricardo, then, did not really succeed in eliminating, as fully as he 
tried and claimed to eliminate, the wage rates paid for the different 
kinds of labor, 'embodied'' in diverse proportions in different products, 
from the list of the elements of production costs which must be regarded 
as significantly affecting the relative values of those different products. 
But now let us turn to the further question, raising other problems, of 
the element of prqfits-on-capital, in the prices of all products, and the 
role of the rate or rates of profit in affecting the relative or exchange 
values of the different products. It was easier in a sense to think of the 
national supply of "capital" as homogeneous throughout, and fully 
mobile (in the long run) between or among all fields of investment, 
than to think of the labor supply in the corresponding way. And Ri- 
cardo did assume with respect to capital, as he did not with respect to 
labor, that mobility and competition would be always tending to bring 
about, as the long-run equilibrium situation, a single uniform rate of 
remuneration throughout the economy. The prices of all products 
would, in the general equilibrium, include profits at the same rate 
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(per cent) on the total amounts of capital ^^ecessarily’^ invested in 
producing them. Thus unless there were variations, as between differ- 
ent products, of the ratios of those amounts of capital to the amounts of 
labor-time embodied in them, per unit of the output of each product, 
the profit elements in the absolute prices of all products affecting or 
^Vaising them all in a uniform proportion would not affect their rela- 
ive values in exchange for each other. 

We shall see bel^w, after first examining Ricardo^s concept and 
analysis of capital itself, how he managed to recognize and deal wdth 
'Exceptions'' under the above proposition — ^i.e., cases in which the 
profit element would especially and greatly affect the prices, and thus 
would affect the relative values, of the particular products concerned. 
But we need to grasp here, at once, the great significance of this general 
idea about profits and relative values and how it must affect our inter- 
pretation or understanding of Ricardo's ''labor theory of value." 

In his form the latter asserted no more than a general tendency of 
the relative values of different goods to be, in long-run equilibrium, 
proportional to the relative amounts of labor-time "embodied in" them 
— not equivalent to or identical with those amounts of labor-time, but 
only proportional to them. As long as or wherever they did not disturb 
that proportionality, the profit-additions to the wage-costs, included in 
the prices of all goods alike, presented no special problem to Ricardo's 
mind. The later ideas of Marx asserted that the total value of each good 
is produced or created by labor alone and must "equal" the labnr-timf^ 
"embodied in" the good, and hence that the receipt by labor of less 
than all t hat va lue in wages, and receipt of the rest instead by the capi- 
talist-employer as profit on his capital, must signify exploitation or 
underpayment of the labor. These ideas, inherent in the Marxian "labor 
theory of value," were not involved or implied in Ricardo's theory at 
all. We shall indeed see in a moment how Ricardo left the way open, 
so to speak, for development of Marx's different "labor theory of value" 
from his own, by seeming to regard "maL capital" itself as only "em- 
bodied labor," i.e., by failing to include in his concept of the former 
any explicit idea of the separate contribution to production by the 
capitalists as distinguished from the laborers, and thus failing to explain 
why or for what the profit share of the values of the products, is paid 
to the capitalists. Although he did leave materials or premises for Marx's 
theory available, so to speak, in other parts of his own general theory 
— not of value directly but of capital, production, and the income shares 
— Ricardo himself, I think, did not, within his own theory of exchange 
values, draw the conclusions which Marx was to draw. Ricardo’s theory 
of exchange values, if I may repeat this point, treated them not as equal, 
but only as (usually approximately) proportional to the amounts of 
labor-time "embodied in" the goods concerned; and therefore in itself 
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his theory was and is entirely consistent with acceptance of the division 
of the value of output into wages for the workers and profits for the 
capitalists as in every way legitimate. 

CAPITAL AND PROFIT VERSUS LAND AND RENT 

We must now go on, however, into these further parts of Ricardo's 
whole system of economic theory — ^his theories of capital, and produc- 
tion, and wages, profits, and land-rent as shares of the national income. 
Of capital, as of everything else, Ricardo of course was bound to em- 
phasize or treat as fundamental, not the monetary form, but the 'real" 
forms or counterparts of the monetary form; not the money-capital in- 
vested in or used to finance the process of production, but the produced 
material factors (goods required and used) in that process, in which 
(the main part of) that money is invested, and which the investments 
so made bring into existence^ i.e., cause to be 'produced in response to 
the demands for them which are thus financed. But within this category 
of "real" capital he included and even mainly emphasized another sub- 
category besides those "capital goods" that come first to our minds, 
i.e., the produced, durable, material means or instruments of produc- 
tion, such as buildings, machines, equipment, tools, etc. All those items 
he indeed regarded as one part of the economy's stock or outfit of real 
capital — the "fixed" capital, to which investments are committed for 
long periods. But he gave the primary place, so to speak, to a different 
part of the whole as he conceived it — the main part of the "circulating" 
capital that is continually, rapidly used up and replenished — the wage- 
goods, or consumers' goods (food, clothing, etc.) which "support" the 
productive workers — the goods they buy with their money-wages, which 
come out of their employers' money-capital, and use in their "produc- 
tive consumption," which sustains, nourishes, or continually renews 
their productive energies. But let me now present a more complete 
over-all view of the Ricardian-classical theory of the formation, elements, 
and role of the economy's supply of real capital. 

Excluded from that, of course, was the economy's fixed supply of 
land as provided by nature, apart from man-made improvements — the 
latter being included in "fixed capital." Individuals may regard their 
investments in buying land itself as capital investments from their own 
points of view; but as such investments bring about only transfers of 
ownership of already existing assets, and not any increase of the whole 
economy's equipment and producing power, they are not, in relation to 
the interests of society as a whole, true capital investments, i.e., real- 
capital-creating investments. For this and other reasons Ricardo 
regarded "land" as no part of "capital" but a separate, different "factor 
of production." He thought of the economy's supply of real capital as 
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including only pToduced aids to further production — produced and 
used as such hy labor which, however, is thus employed hecaiise mem- 
hers of the nonlaboring middle and upper classes, receiving money- 
incomes larger than their necessary expenditures on their own 
consumption, choose to save-and-invest (instead of spending on their 
own consumption) parts of those incomes; i.e., they choose to use those 
parts to hire and equip labor to produce goods to be sold to their profit. 
And as conceived in the Ricardian-classical theory, the ‘VeaF’ effects of 
that saving and investing, or formation and use of money-capital, work 
out as follows. 

1. The ^^capitalists^^ — all the persons who do any of this saving-and- 
investing — are doing less consuming with their incomes than they 
could be doing; hence they are demanding and causing less production 
of the specific types of consumers' goods adapted to middle- and upper- 
class tastes than would otherwise be occurring. And by using one part 
of the money-capital formed by their 'savings" (of money not spent on 
their own consumption) to pay the wages of all productive labor, they 
enable the xvorkers to do their "productive" consuming — and to de- 
mand and cause this volume of production of consumers' goods adapted 
to the workers' tastes. There is, then — as one effect of any increase of 
saving-and-investing and the corresponding decrease of consumption by 
the "capitalists" — a transfer of some labor and productive resources of 
all kinds, from use in producing one to use in producing the other class 
of consumers' goods. And in final, brief summary of all this part of the 
story — the "capitalists" in effect transfer to the workers (with suitable 
alterations of specific types) consumers' goods "foregone" by the former. 
In this way, they "pay" to the workers their "real wages," or divide 
among them, this part (the real "wages-fund," to be further explained 
hereafter) of the entire supply of real capital — all produced real wealth 
or goods of all kinds, produced by labor but owned by "capitalists," and 
as a total stock owing its existence, volume, and growth to (a) noncon- 
suming by "capitalists" and (h) production not of the things they 
consume but, instead, of those they buy with invested savings. In 
using money-capital to pay wages to labor which then spends this 
money for its own consumers' goods, the "capitalists" are in effect buy- 
ing (investing in) those consumers' goods to be "productively con- 
sumed" by the workers and thus play their role in the ever-on-going 
process of production. 

2. The workers, then, in return for the real wages they receive from 
the capitalists or out of real capital, produce for the capitalists new 
goods of all kinds which belong to the capitalists who will realize their 
profits when they sell these goods. Some of the workers are producing 
new instruments (buildings, machines, tools, etc.), and/or more or 
less "raw" materials, to be used later on, largely in producing finished 
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consumers' goods (for all classes); while others currently are using 
instruments and materials already produced in the same way in the 
past, in producing the current output of finished consumers' goods. 
But all these products alike first enter into the stock of real capital, and 
the only ones which eventually (while still in existence and in use) 
leave that stock or category, or cease to be capital and become something 
else instead, are those finished consumers' goods that eventually are 
sold to and consumed by consumers (mainly ''capitalists," qua con- 
sumers) other than productive laborers. These cease to be capital when 
they are bought by their final consumers; but all the consumers' goods 
that go to productive laborers remain, as we have seen, items of real 
capital (in the Ricardian-classical view) even when they are being 
consumed. The provision of these goods for consumption by the pro- 
ductive workers is the primary or basic, "real" investment made by the 
capitalists; and all the new goods produced for them by the workers 
in return represent, in a sense, the same capital in new and different 
specific forms or embodiments. 

Only one part of the capital of each enterprise or firm goes into 
wages to the workers it employs, or provision for their consumption; 
the rest goes into or is represented by the equipment and materials they 
use or work with or upon. But the firm's investments in the purchase 
of that equipment and those materials only repay, with profits added, 
to the other firms from which they are bought, the previous investments 
by those other firms, which were partly in wages to the workers they 
employed — and partly in reimbursing still earlier wage investments by 
still other firms, etc. In the final analysis, all goods are produced by , 
labor — the current labor involved flus the past labor "embodied in" ' 
the products (instruments, etc.) being used by the current Tabor — in 
return for labor's real wages. Thus the total mass of real capital existing 
at any time has these two aspects: it is both the mass of products that 
have been produced by labor in return for the real wages it has received 
and consumed, and the source of the new real wages it is still to receive 
for its on-going work of replenishing and adding to that mass of prod- 
ucts. 

Let us now consider, however, the questions that arise as to what 
Ricardo may have meant, and whether he was self-consistent, in saying 
or seeming to say that all those products are produced (entirely or 
solely?) "by labor" and that, e.g., the machines (real capital in this 
form) which are used by current labor and of course increase "its" pro- 
ductivity, themselves "embody" or represent (only?) the amounts (in 
man-hours) of past labor that was needed to produce them. As I said 
above in discussing the relation of Ricardian to Marxian theory, it was 
by at least seeming to say just this about the capital-as-equipment used 
by labor in production — that this capital itself is or represents only so- 
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and-so-much previous labor — it was in this way above all that Ricardo 
enabled Marx, later on, to claim his (Ricardo^s) authority and support 
for the Marxian absolute ^labor theory of value” and its corollary, that 
the capitalists' profits result entirely from ‘exploitation of labor ” But 
I think that, although Ricardo's explicit statements on this matter did 
invite and appear to justify this (Marx's) interpretation of them, they 
did so only because he failed to make fully explicit all that was logically 
involved in his own analysis of the sources and formation of real capital 
and the role or contribution of the capitalists. 

The Ricardian view of production can be best expressed, I think, 
by saying that all production is carried on or performed on land, hy 
labor, supported and equipped with capital. The workers are in one 
sense the active producers of all products, including of course those 
used to support and those used to equip them, i.e., wage-goods and 
machines, etc.; they are the active producers of everything involved 
except the land as provided by “nature." But this statement that the 
workers are the active producers does not mean, of course, that all of 
“their” output is to be attributed entirely or solely to their exertions 
as its only cause or required antecedent; the land and the capital (and 
everything involved in the formation of the latter) also are important 
“factors of production," which we may regard either as themselves 
“productive" or as helping to account for or enhance the productivity 
“of labor" — two ways of saying the same thing. Of course, no one, 
however, not even Marx, ever denied that obvious truism that the 
physical volume of goods produced “by labor” is heavily dependent on 
the quantities and qualities of the land and the produced equipment — 
all the “means of production” in Marx's phrase — ^with which the labor 
is equipped. The real questions are about the roles in or contributions 
to production of the other persons and “classes" of them, besides the 
wage-earning laborers — the landowners and the capitalists. It is on 
these questions that I think Ricardo failed to make fully explicit the 
views that were clearly implicit in his theoretic vision. 

In particular, he did not sufficiently elaborate the contrast between 
the relations of his landlords, on the one hand, and his capitalists, on 
the other, to production and to their respective types of properties and 
incomes. The landlords, as such, were simply or only the legal owners 
of parts of the country's fixed supply of never humanly produced but 
permanent or eternal land, a “free gift of nature." (In so far as land- 
lords saved and invested and/or worked to maintain and improve the 
productivity of their land, they were acting as capitalists and/or workers 
and earning profits and/or wages. But their distinctive role was that of 
owners of the land as “nature" made it. In a crowded and prosperous 
country with “scarce” land and keen competition for rights to use it, 
they could charge and get, in addition to all such (full) compensation 
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for all their personal contributions to production, large pure or net 
land-rents, simply for rights to use their lands.) And as in the nation 
as a whole its landlord class received as pure land-rent a large or very 
substantial share of the national income, there was left for all the mem- 
bers of the other classes, together doing nearly all that was done to 
produce that income, much less than all of it, i.e., less than the full 
values or equivalents of their contributions to it. Thus in its implica- 
tions, though never explicitly, Ricardo^s view of pure land-rent income 
was similar to Marx’s view of all property income, i.e., in effect Ricardo 
conceived the former as involving 'exploitation” of the nonlandowning, 
productive workers and capitalists or saver-investors, as Marx was to 
trace all property income to "exploitation” of the workers. Although 
Ricardo never sufficiently explained his dif[erent view of the interest 
or "profit-income” of the capitalists as distinguished from the landlords 
in his system, there is no real doubt that he did view this share of the 
national income in a different light; and this is the point that must now 
be explained. 

Unlike the economy’s fixed supply of "land’^ as such, existing from 
and to eternity as a "product” of "nature” only and not of any decisions 
or activities on the parts of its owners or any human beings, the econ- 
omy’s variable, increasable supply of "real capital,” i.e., all humanly 
produced and not forever enduring goods needed for production of 
other goods, owed its existence and size or volume at each point of time 
to (i) all the previous saving-and-investing done by its capitalist owners 
and (2) all the labor which all that saving-and-investing caused to be 
employed in producing these capital goods instead of the consumers’ 
goods that would have been produced and unproductively consumed 
if the capitalists had not done the saving-and-investing but had spent 
their incomes entirely on their own consumption. By Ricardo’s own 
explicit account, the capital goods were not results or products of previ- 
ous labor alone, hut joint results of that labor and the thrift, self- 
restraint in consumption, or "parsimony” (his and the then commonly 
used word for this) practiced by the capitalists, which had caused the 
labor to be so applied. Thus when, in the other passages which Marx 
was to build upon, Ricardo allowed himself to indicate that capital 
goods "embodied” only previous labor, he was lapsing into inconsistency 
with his own analysis. By the plain implication of that analysis, the 
real, third, distinct or separate "factor of production,” distinct alike from 
all labor and from land but involved in "capital,” was the fruitful "par- 
simony” or productive service of saving-and-investing performed by the 
capitalists — through which they contributed to growth of the economy’s 
equipment and productivity, and thus earned their profit share of the 
national income. 

Various later economists, as we shall see, were to develop this element 
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of Ricardo’s thought — ^just as Marx developed the other element into 
his 'exploitation” theory — into theories explaining "interest” or "profit” 
(the return on capital as such) as the "reward” due to the capitalists 
for their "abstinence” from consumption, or giving up of "present 
goods” in exchange for "future goods” despite a human-natural "time 
preference” in favor of the former, or "waiting” for future increases of 
enjoyment or consumption while in the present using income rather 
to increase production. Those formulations of the point, howwer, un- 
fortunately emphasized the dubious, supposed, subjective "sacrifices” 
by the capitalists, involved in saving-and-investing instead of consum- 
ing. However, all that matters in this connection is the plain fact that 
saving-and-investing which is needed to bring about and does bring 
about the formation of new real capital, is a froductive service like 
work or labor itself, as clearly indispensable and contributory to produc- 
tion as the labor is, and thus capable of "earning” interest or profit in 
precisely the same way or sense in which labor "earns” its wages. Ri- 
cardo, I think, very clearly implied just that, but failed to say it explic- 
itly, perhaps because he thought it too obvious to need saying; but his 
failure to say it, and his lapse into saying instead, inconsistently, that 
the economy’s real capital represented only previous labor, was very 
unfortunate in the cue and advantage it bequeathed to Marx. 

WAGES THE ' WAGES FUNd'' AND THE "iRON LAw'' 

But now, before I say more about Ricardo’s theories pertaining to 
the capitalists’ profits and the landlords’ rents, let me proceed from 
his theory of the formation and role of capital to his theor)^ of the la- 
borers’ wages, and how the free-market economy’s "natural” working 
and development would determine the average real-wage income per 
worker. We have seen already how he conceived the economy’s supply 
of real capital as containing not only the equipment and materials in 
current use by labor in production, but also the w^age-goods or workers’ 
consumer goods obtained by the wwkers wdth their money-wages and 
productively consumed by them. And this idea was the immediate basis 
of one part or side of his theory as to how the real-wage income per 
worker is determined. The size or volume of this part of the existing 
supply of real capital — the real "wages-fund” — divided by the number 
of workers to be paid, would give the average amount which could 
be (and under the pressures of competition would be) paid, per worker, 
I will not here attempt to go fully into the ambiguities and difficulties 
of this doctrine which led to a great deal of confused controversy over 
it and finally to its abandonment, at a later time, by Ricardo’s disciples. 
It was not original with or peculiar to Ricardo; Adam Smith’s discus- 
sions, as we saw in a previous chapter, had already implied it; and it 
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for all their fersonal contributions to production, large pure or net 
land-rents, simply for rights to use their lands.) And as in the nation 
as a whole its landlord class received as pure land-rent a large or very 
substantial share of the national income, there was left for all the mem- 
bers of the other classes, together doing nearly all that was done to 
produce that income, much less than all of it, i.e., less than the full 
values or equivalents of their contributions to it. Thus in its implica- 
tions, though never explicitly, Ricardo^s view of pure land-rent income 
was similar to Marx’s view of all property income, i.e., in effect Ricardo 
conceived the former as involving 'exploitation” of the nonlandowning, 
productive workers and capitalists or saver-investors, as Marx was to 
trace all property income to "exploitation” of the workers. Although 
Ricardo never sufficiently explained his di^erent view of the interest 
or "profit-income” of the capitalists as distinguished from the landlords 
in his system, there is no real doubt that he did view this share of the 
national income in a different light; and this is the point that must now 
be explained. 

Unlike the economy’s fixed supply of "land” as such, existing from 
and to eternity as a "product” of "nature” only and not of any decisions 
or activities on the parts of its owners or any human beings, the econ- 
omy’s variable, increasable supply of "real capital,” i.e., all humanly 
produced and not forever enduring goods needed for production of 
other goods, owed its existence and size or volume at each point of time 
to ( I ) all the previous saving-and-in vesting done by its capitalist owners 
and (2) all the labor which all that saving-and-investing caused to be 
employed in producing these capital goods instead of the consumers’ 
goods that would have been produced and unproductively consumed 
if the capitalists had not done the saving-and-investing but had spent 
their incomes entirely on their own consumption. By Ricardo’s own 
explicit account, the capital goods were not results or products of previ- 
ous labor alone, hut joint results of that labor and the thrift, self- 
restraint in consumption, or "parsimony” (his and the then commonly 
used word for this) practiced by the capitalists, which had caused the 
labor to be so applied. Thus when, in the other passages which Marx 
was to build upon, Ricardo allowed himself to indicate that capital 
goods "embodied” only previous labor, he was lapsing into inconsistency 
with his own analysis. By the plain implication of that analysis, the 
real, third, distinct or separate "factor of production,” distinct alike from 
all labor and from land but involved in "capital,” was the fruitful "par- 
simony” or productive service of saving-and-investing performed by the 
capitalists — through which they contributed to growth of the economy’s 
equipment and productivity, and thus earned their profit share of the 
national income. 

Various later economists, as we shall see, were to develop this element 
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of Ricardo's thought — ^just as Marx developed the other element into 
his ‘"exploitation" theory — into theories explaining “interest" or “profit" 
(the return on capital as such) as the “reward" due to the capitalists 
for their “abstinence" from consumption, or giving up of “present 
goods" in exchange for “future goods" despite a human-natural “time 
preference" in favor of the former, or “waiting" for future increases of 
enjoyment or consumption while in the present using income rather 
to increase production. Those formulations of the point, howwer, un- 
fortunately emphasized the dubious, supposed, subjective “sacrifices" 
by the capitalists, involved in saving-and-investing instead of consum- 
ing. However, all that matters in this connection is the plain fact that 
saving-and-investing which is needed to bring about and does bring 
about the formation of new real capital, is a 'productive service like 
work or labor itself, as clearly indispensable and contributory to produc- 
tion as the labor is, and thus capable of “earning" interest or profit in 
precisely the same way or sense in which labor “earns" its wages. Ri- 
cardo, I think, very clearly implied just that, but failed to say it explic- 
itly, perhaps because he thought it too obvious to need saying; but his 
failure to say it, and his lapse into saying instead, inconsistently, that 
the economy's real capital represented only previous labor, was very 
unfortunate in the cue and advantage it bequeathed to Marx. 

WAGES THE ''wAGES FUNd'' AND THE ''iRON LAw'' 

But now, before I say more about Ricardo's theories pertaining to 
the capitalists' profits and the landlords' rents, let me proceed from 
his theory of the formation and role of capital to his theory of the la- 
borers' wages, and how the free-market economy's “natural" working 
and development would determine the average real-wage income per 
worker. We have seen already how he conceived the economy's supply 
of real capital as containing not only the equipment and materials in 
current use by labor in production, but also the wage-goods or workers' 
consumer goods obtained by the workers with their money-wages and 
productively consumed by them. And this idea was the immediate basis 
of one part or side of his theory as to how the real-wage income per 
worker is determined. The size or volume of this part of the existing 
supply of real capital — the real “wages-fund" — divided by the number 
of workers to be paid, would give the average amount which co%dd 
be (and under the pressures of competition would be) paid, per worker. 
I will not here attempt to go fully into the ambiguities and difficulties 
of this doctrine which led to a great deal of confused controversy over 
it and finally to its abandonment, at a later time, by Ricardo's disciples. 
It was not original with or peculiar to Ricardo; Adam Smith's discus- 
sions, as we saw in a previous chapter, had already implied it; and it 
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was widely current in Ricardo s time. It was logically included in his 
system of theory and had his full support; and its wide, stubborn vogue 
in the time just after his was due largely to his prestige and influence. 
It involved an imperfect glimpse of an important truth, but by formulat- 
ing this in a much too simple and rigid way, Ricardo confused it with 
illusions and errors. It is true in the business economy that all producing 
organizations or firms need and use money-capital, not only to buy 
the equipment and materials they use, but also to pay wages to their 
employees; hence in the economy as a w^hole there is a dependence of 
the outflow of wages, from the firms to the workers, on the inflow of 
money-capital supplied by saver-investors to the firms (including of 
course the profits reinvested by the firms themselves). In the terms of 
the Ricardian-classical theory, just as the 'heah' measure of the invest- 
ment in equipment and materials is the (nonmonetary, physical) quan- 
tities of the diflFerent kinds of equipment and materials themselves, 
which are actually produced and obtained, so also, the ^ reah^ measure 
of the investment represented by the sum paid out in wages to the 
workers through a given period is the quantities of consumers^ goods 
the workers obtain when they spend those wages. The true point in the 
wages-fund doctrine was the point that a capital-poor economy cannot 
provide at once both full employment of a large wage-earning popula- 
tion and high real wages; a large total volume of real wages cannot be 
afforded if there is only (in total, real value) a small amount of capital 
available. Increase of the total volume of real wages requires a prior 
increase of saving-and-investing, or capital formation — a decrease by 
the well-to-do of their own consumption, and use or investment of their 
increased savings by producing firms to hire productive labor and pay 
its wages, and transfer of the consuming power, not used as such by the 
well-to-do, to the productive workers. 

But the doctrine ran into trouble with the great complexity of the 
total, imperfectly analyzed process it referred to — the pattern of all 
the relevant variables and relations among them — which it oversimpli- 
fied. Above all it too closely assimilated to each other, and confused, 
the two different parts of its over-all conception of the economy's sup- 
ply or existing stock of all real capital: on the one hand, all the pro- 
ductive 'plant," machinery, tools, etc., and materials, produced and 
used by labor; and on the other hand, the wage-goods, bought by the 
wage-earning class or population with its money wages, paid to it out 
of the (monetary) working capital of the employing firms. As a whole 
the stock of "plant," machinery, etc., existing at any one time repre- 
sents, of course, an accumulation, over a very long indefinite previous 
period of time, of all the fruits of all the production-saving-investing 
new production, etc., carried on within that time; and the whole amount 
is so large, as compared with the additions made to it in any one year, 
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that it cannot be quickly or greatly changed by new decisions and ac- 
tions responsive to new opportunities. 

The main error in the ^ wages-fund^^ doctrine was the supposition it 
involved, that the same or a closely comparable short-run rigidity must 
also characterize the volume of the economy s stock or '‘fund'’ and pos- 
sible outflow of real wages for its labor force. It was not sufficiently 
realized that (i) if at any time current conditions and profit expecta- 
tions should make most firms in the economy eager to hire more workers 
and increase their outputs, they might well be able in most cases to 
obtain the required new or additional, monetary, working capital rather 
quickly by offering more attractive interest rates to lenders, and thus 
stimulating increased new, current saving and investment; and (2) if 
this occurred the results would be: a decrease of consumption (demand 
for consumers' goods) by the saver-investors; an increase of demand 
and competition for labor and rise of money-wages; an increase of con- 
sumption (demand for wage-goods) by the labor force; and production 
of more wage-goods instead of so many consumers' goods of the other 
kind^ — and hence a rise of real wages, as well as of money-wages. The 
wages-fund doctrine rightly asserted dependence of the wage income 
of the labor force on the supply of capital; but it exaggerated the rigor 
of the constraint or limitation imposed on the wage income by this 
relation, by not recognizing — clearly, fully, and consistently — that the 
dependence is mainly on the more quickly, greatly variable 'part of the 
supply of capital, and the way of using the other more enduring, slowly 
accumulating, and relatively inflexible part of that supply. 

I have thus far discussed, however, only one part of the two-sided, 
Ricardian-classical theory of wages — of the determinants, and process 
of determination, of the level of real wages, or average real- wage income 
per worker in the whole economy. This income was held to be deter- 
mined currently in every short run of time simply by the ratio of the 
size or volume of the wages-fund to the labor supply (total number of 
workers). But over the long run, with growth of the supply of capital 
and the size of the wages-fund, there would also be growth (as Malthus 
had explained) of the population and supply of labor. The rate of this 
growth as compared with that of the wages-fund, and as affected by 
the current levels of real wages in successive short runs, would be self- 
regulating in such a way that its persistent "tendency" would be to 
make the real-wage incomes of working-class families, generally, just 
equal to "subsistence" — for the parents and enough children to make 
the supply of labor in the next generation fully equal to the likely 
demand for it then, at this low wage level. For if the currently pre- 
vailing rate of real wages should rise for a time above this level, the 
increased prosperity of the wage-earning mass of the population would 
encourage earlier marriages and larger families, and enable more of the 
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children born to be well supported and therefore to survive; the birth 
rate w^ould rise and the death rate would fall. Thus the population and 
labor supph^ would grow faster, absolutely, and relative to the slow 
growth of the wages-fund, and force the level of real wages down again 
toward bare ‘'subsistence.'' And contrariwise, if the wage level should 
fall for a time helow that required to support a rate of growth of the 
population and labor supply equal to that of the capital supply and 
wages-fund and demand for labor, this opposite disparity also would be 
self-rectifying in the long run. The extremely low wages and great 
poverty of labor would lower the birth rate, raise the death rate, check 
the growth of the population and labor supply, and allow that of the 
wages-fund and demand for labor to outstrip it and again raise wages 
to their “natural" level. 

In this way, then, the Malthusian theory or “law" of population 
growth as self-adjusting in relation to economic growth, formed an 
integral and vital part of the Ricardian-classical theory of economics. 
This part of the latter — the theory of long-run “natural" wages just 
described — has been called the theory of an “iron law" holding wages 
down to “bare subsistence." But that designation is inaccurate; i.e., it 
exaggerates the rigor and grimness of the theory as developed by Mal- 
thus and Ricardo, by omitting the alleviating element made explicit 
by both of them: that a working-class population which, in a time of 
relative prosperity for it, had become accustomed to and determined to 
maintain a better-than-bare-subsistence standard of living, and had 
acquired the habit of the requisite use of “the preventive check" or 
regulation of its birth rate, could in this way make, not “bare subsis- 
tence," but its somewhat higher, customary, and insisted-upon standard 
of living, the “natural" or long-run equilibrium wage level. 

Even with this modification as Malthus and Ricardo applied it, how- 
ever, their theory of the determinants and process of determination of 
real wages was indeed “grim" enough. Not only did the “wages-fund" 
part of the complete theory, as we saw above, exaggerate the rigor of 
the limitation of real wages by the limits of the volume or supply of 
capital, but the “grimness" of the whole was further accentuated by 
the way in which the population-growth part exaggerated the exacti- 
tude of the responsive, long-run adjustment of the size of the popula- 
tion and labor supply to that of the “fund." The adjustment mechanism, 
thought of as adjusting the supply of labor to the demand for it and 
its price or wage to a rather low and more or less fixed “natural" level, 
was just like the mechanism thought of as adjusting the supply or out- 
put of any produced good to the demand for it, and its price to its cost 
of production. The “natural" wage rate was in effect conceived as just 
covering “the cost of production" of that supply of labor in the next 
generation which the economy then, with its supply of capital, would 
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just be able to employ and pay at this rate — if by ‘‘the cost of produc- 
tion’" of this future labor supply we mean the cost of living (including 
the support and rearing of the children) of working-class families just 
large enough to provide their quotas of the labor supply in question. 
The less than entirely valid, severe doctrine, that in this tvay the supply 
and price of labor are controlled by a ^‘natural law” quite similar to 
the ‘ laws controlling (in a competitive economy) the supplies and 
prices of produced commodities, was to popular thought in its time 
about the most ''dismal” and widely resented doctrine of Ricardian- 
classical economics. 

profit; economic growth; the income shares; 

AND THE STATIONARY STATE 

Now we must work our way back from that theory of wages to the 
not yet discussed parts of the Ricardian-classical theories about profits, 
land-rents, the relations and prospective changes of the three income 
shares in the growing economy, and the trend toward the future end 
(cessation) of that growth or the arrival of "the stationary state.” In 
again taking up Ricardo’s ideas about the "profits” received by the capi- 
talists, let me first explain — ^what perhaps I should have explained 
earlier at our first encounter with this topic — ^what, precisely, the word 
"profits” meant or referred to in his usage, i.e., the common usage be- 
fore, during, and well on beyond his time. Comparatively few business 
enterprises were as yet organized as modern business corporations or 
(the term that always has been used in England) joint stock companies. 
Most firms still were either personal proprietorships or partnerships, 
as a rule managed directly by their owners, who themselves owned and 
invested the greater parts, at least, of both the permanent and the work- 
ing capital required, and might or might not borrow additional amounts 
of both, on good security and at fixed contractual rates of interest. 

The term "interest” was applied — ^by Ricardo, Adam Smith, and 
others before them, and by most economists until a more recent time — 
only to interest on borrowed capital, i.e., "loan” or "contractual” in- 
terest, generally at definite, agreed-on percentage rates (the market 
rates when the loans and agreements were made), and generally on 
well-secured loans so that those rates were but little enhanced by "risk” 
considerations. The "profits,” then, received by the active "capitalist” 
who both owned and managed a firm or enterprise and who provided, 
from his own resources, most of its capital, meant the whole of his net 
personal income from the business, over any one year, considered as a 
percentage return on his investments of his capital in that business. 
The element of this "profit” that would now be called "interest” on the 
proprietor’s or equity capital — the interest that would have been paid 
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for this capital if it had been borrowed, or could have been gotten for 
it if it had been lent out to others, on good security — ^was not called 
''interest,” but was included in the category "profit,” and indeed was 
that which as a rule an economic theory of "profit” in those times, and 
especially Ricardo's theory, mainly meant or was mainly about. 

It was commonly recognized that the normal or typical full amount 
and rate of "profit,” as the word was used, included also in addition 
to this element — the return on, from, or for the proprietor s capital as 
such — ^both a "risk premium” (since the proprietor had no secured 
contractual guarantee of any return or even against loss of the principal 
or his capital itself) and a "wage of management.” But these additional 
ingredients of the proprietor s composite "profit-income,” though fre- 
quently mentioned, were as a rule but little considered or theorized 
about; and in Ricardo's brief, little-developed theory they were not even 
mentioned. Essentially, his theory of "profit” was entirely, and most 
such early, rudimentary theories of "profit” were mainly, in more mod- 
em terms, rudimentary theories of "interest” — the interest-yield of the 
capital employed in production. Even contractual or loan interest — for 
the borrowing proprietors an expense like others, but for the lenders 
the yield of their parts of the capital employed in production — w^as 
probably in those times generally regarded in much the same light 
as, or along with the mainly considered part of, what was called "profit.” 
The "profit” share of all income or the value of all output was the share 
that went to the "capitalists” because their saving-and-investing pro- 
vided or brought into being the "capital” required and used in the 
economy. The main body of the "capitalists,” in a national economy 
like that of Ricardo's England, were the active "capitalists” who owned 
and managed its producing enterprises. But despite some recognition 
of their other roles or functions they were thought of mainly as just 
"capitalists,” providing "capital” and in return receiving "profits.” 

In this really primitive view of these matters, the worst deficiency 
or lack of sufficient analysis was neglect, not merely of the routine 
"managing” activities of those active "capitalists” and the "wages of 
management” included in their "profits,” but of the still more important 
personal contributions to the national output really made by some (the 
leading ones) among them, in their further roles as "enterprising,” in- 
ventive or creative, new-ideas-conceiving-and-executing, high-business- 
policy-making, planning and directing "entrepreneurs.” Unnoticed was 
the fact that the latter earned (extra) "profits” in another sense, over 
and beyond both mere interest on their capital and ordinary "wages of 
management,” by being repeatedly among the first "operators” in their 
lines or fields of business to introduce new or improved products or 
means and methods of production, and through or from each such in- 
novation earning "temporary monopoly gains” until their competitors 
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generally caught up with them. Economic theory in its general de- 
velopment did not until much later — long after Ricardo’s time — arrive 
at this or any idea of the 'entrepreneur” as distinguished from the 
^capitalist” function, and of the "profit” reward of "enterprise” as dis- 
tinguished from the interest (or "profit” in the old classical sense) re- 
ward for just providing capital. 

It was a very important weakness of most economic theory in, and 
before, and often long after Ricardo’s time — a weakness connected per- 
haps with its too deterministic, mechanistic character and illusions 
about its resemblance to natural (physical) science — that it paid very 
little attention to this human factor, creative "enterprise.” Instead it 
thought of the economy as functioning with — as "factors of production” 
and sources of income of distinct kinds — only (wage-earning plus man- 
agerial) labor, land, and capital; and it even thought of the historic and 
on-going growth, development, or progress of the "capitalist” or business 
economy as a process propelled by little more than just the automatic 
"snowballing” of the mass of capital, yielding "profit” of which the 
greater part is reinvested or becomes new additional capital. 

"Profit” then to Ricardo meant essentially the kind of income that 
in a more modern view is really "interest”; and the little that he said 
about it must be understood with this fact in mind. Now about this 
income-yield of capital as such (no matter which word we use to desig- 
nate it), there are for economic theory two general problems. The first 
one is to explain the entire phenomenon — why and how income of 
this kind arises — or for what, why, and out of what resources, how 
created, the "capitalist” or saver-investor as such receives an income in 
addition to remaining the owner of his original capital, and a net income 
besides all that is needed for upkeep and eventual replacement of the 
particular, not-forever-enduring assets originally invested in. And the 
second, further problem is to explain how the rate of this income-yield, 
per cent per year on the capital itself, is determined — ^how this rate is 
connected with, and varies with the changes of, other economic varia- 
bles (and what others are important in this connection) in the working 
and development of the economy. On the first, the more fundamental 
of those two problems, Ricardo, as we saw above, failed to offer any 
clear, explicit theory; in fact he made no attempt to solve that problem, 
did not even state or raise it, and perhaps did not see or grasp it as a 
problem. And by seeming to regard real capital or capital goods as 
representing only the labor that "produced” them, he left the road open 
to Marx’s "exploitation” doctrine, that all "interest” or "profit” arises 
from or through underpayment of labor. Yet as we also saw above, 
Ricardo’s theory of capital formation clearly implied that saving-and- 
investment is a productive service, through which the saver-investors 
increase the productivity "of labor” and of the whole economy, and 
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thus ' earn^^ their 'profit'' incomes. And this I think may be taken to 
be his real theory of the source and raison d'etre of all "profit," though 
he failed to say so explicitly. 

On the further problem, however, as to how the rate of "profit" was 
determined and would change with the changing conditions that he saw 
as in prospect in the growing economy, Ricardo's analysis was more 
explicit and satisfactory. The nation's labor force, aided by its capital 
supply, was producing its output (the national income) on or from 
its fixed land-area. Over time both the population (labor supply) and 
the capital supply were growing, but the land supply was not; and as 
new additions were made to the inputs of labor and capital on the 
limited land, they would make — in the absence of fully compensating 
technological progress — decreasing additions to the national output or 
income. At each stage or point in this growth process, the last-added 
increments of the labor and capital supplies would divide between 
them, or into the wages of the one and the profit of the other, the last- 
added increment (added by them jointly) of the national output or 
income. The resulting rates of wages and of profits would become 
those generally prevailing for all labor and all capital throughout the 
economy; while the rent-receiving landlords would get the "surplus" 
of the total output or income over the sum of the wage and profit shares 
determined in that way. But in the division of the "marginal" joint 
product of labor and capital into wages and profits, labor must get its 
"subsistence" wages and the capitalists could get as their profits on 
the remainder. 

That last statement, however, is a little too simple and needs a slight 
modification, as we shall see in a moment. For the capitalists, their 
profits are both the source and the incentive for new saving-and-invest- 
ing; i.e., those already received are the source (the income out of which 
they save and invest) and those in prospect are the incentive or goal 
of their saving-and-investing. Thus so long as the profit rate is high 
enough to support and induce more saving-and-investing, that will go 
on and the economy’s supply of capital will continue to increase. And 
this will cause a continuing growth of the demand for labor, which 
will tend to keep the average rate of real wages at a level a little above 
the "subsistence" needs of the existing or a constant labor su'pfly^ or at 
a level sufficient to support and cause on-going growth of the population 
and labor supply, corresponding to that of the capital supply. But as 
the growth of both goes on, and the slowing growth of the national 
income and the increase of the land-rent share of that work to reduce 
both wages and profits, they will finally fall to levels so low as to bring 
all the growth to an end, or bring into being "the stationary state" — 
the final, true, or complete "equilibrium" of the system. 

In the approach to that state of things, it becomes true that the latest 
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additions to the ranks of the employed workers — and all those workers 
individually or severally — ^make such small difFerences to the outputs 
and revenues of the firms employing them that they earn and can he 
paid (the firms can ajfford to pay them) hardly more at all than %aie 
subsistence^^ for families of the size required to just maintain the exist- 
ing population. And even to maintain that amount of real wages per 
worker or per family, the level of money-wages, hence the share or 
fraction of the value of output paid in wages by the capitalists, must 
rise, because the price of food (the main or a major part of real wages) is 
rising, due to the rise of the '^marginar' cost of producing more food 
from the fixed and now insufficient supply of agricultural land. One 
could also add, though Ricardo did not, that like the productivity of 
additional labor on the limited land, the productivity of additional 
capital investments, too, is falling for the same reason, in step with the 
fall of profits which could be viewed as due to this as well as to the 
requirement of a larger outlay on “subsistence” wages, out of the re- 
duced joint output of the additional labor-and-capital together. The 
profit rate, then, in this growing economy, inevitably falls, eventually 
to a level so low that all new saving, investment, and capital formation 
cease. Thus the stock of capital becomes and thereafter remains con- 
stant, and so do the population and supply of labor; the “stationary 
state” arrives, in which the level of wages is barely sufficient to support 
the stationary population, profits (if any) are so low that the amount 
of capital is stationary, and the remaining, great part of the nation^s 
continuing total output or income goes in rent to the owners of its land. 
Ricardo did not say clearly, however, what rate of profit he thought of 
as the lower limit of the fall. Would this be zero profit, or enough net 
profit-income for the class of capitalists, above the upkeep or main- 
tenance of the existing capital, to just meet their urgent needs as con- 
sumers, or a little more than that but not enough to make new saving 
and investing seem worthwhile? In the failure to answer those ques- 
tions, we may again see failure on Ricardo’s part to consider the funda- 
mental problem of the nature and necessity of the whole phenomenon 
of interest or profit — ^whether it is merely a residual that will wholly 
disappear when and if the system and all its variables get fully adjusted 
or in equilibrium, or an essential part of the system which must retain 
some positive magnitude, not only to keep the system growing, but to 
keep it in existence. 

ricaudo versus malthus, as to 'underconsumption'' 

I have now surveyed in a fashion all the main basic parts of Ricardo’s 
system of economic theory, except his argument in reply to a fear ex- 
pressed by Malthus (and others) about a matter that has not yet been 
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touched on. The prediction or prophecy of the future, dismal, '^sta- 
tionary state’' of the economy, in Ricardo’s system, was pessimistic 
enough — indeed too much so as the actual evolution proved. For Ri- 
cardo (in company with Malthus) failed to foresee the extent of the 
continuing triumph of technological progress over their "law of dimin- 
ishing returns,” and the extent to which, in the career of the working 
class, the rise of its living standards and fall of its birth rate would slow 
down the growth of its numbers relative to the growth of production, 
aggregate profits, capital, and demand for labor, and thus allow a self- 
perpetuating, rising trend of the level of real wages. Although Ricardo 
and Malthus shared the same too pessimistic vision of the coming sta- 
tionary state, Malthus had, in addition to that, another fear about 
trouble of an even worse kind in store for the economy, which Ricardo 
did not share. 

^ The strong bent of the capitalists toward "parsimony” — their great 
propensity to limit their spending for consumers’ goods and do all the 
saving-and'investing they could, thus continually increasing the supply 
of capital — not only would, Malthus thought, bring about over time 
the fall of profits and the trend toward the stationary state; but it also 
would, he feared, engender in the meantime, recurrent crises of general 
overproduction and underconsumption, or glutting of the markets. Jtle 
f oresaw j gpgessiens^uring which th e market prices of go ods generally 
would^^bejiel^ their costs of product ion, and there w oula be a general 
contraction of investment, employment, and^utpurin ^IFTines^ and 
widespread unemplojmient. The rapid, immense growths, in normal 
times, of the economy’s supply of capital and consequent producing 
power, which resulted from the intense "parsimony” of the large and 
prosperous middle class, doing little consuming and a great amount of 
saving-and-investing, was certain to lead each time, at a later stage, 
to a great increase of the output of consumers’ goods. But the continuing 
"parsimony” of the middle class, and the general poverty of the working 
class or main mass of the people, obliged to live meagerly on "subsist- 
ence” wages, would mean insufficient total demand for all those con- 
sumers’ goods. The result would be a glutting of the markets for them, 
collapse of their prices, and general depression — until over the period 
of greatly reduced production, the gradual using up of the surplus 
goods, and completion of many readjustments in the system, would 
make possible a new surge of expansion. 

The root of the trouble, as Malthus saw it, was too little consuming 
and too much saving by too many of the wealthy and well-to-do — all 
the ardent "capitalists” or saver-investors — and a consequent chronic 
tendency of the economy’s capital supply and producing power to out- 
grow its consuming power. There was a need to reduce saving and 
increase spending for consumption, and to have a slower growth of 
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production and faster growth of consumption, in balance with each 
other, that there might be at all times an adequate demand or market 
for the current output. And the conservative Malthus further built 
upon this piece of analysis a plea for approval instead of disapproval 
of the nonparsimonious, free-spending, elegant-living habits of those 
other wealthy and well-to-do classes in the England of his time, the 
aristocracy and gentry, whose persisting way of life belonged more to 
the 'Teudah’ past than to the 'capitalist'' present and was generally not 
approved by the typical middle-class representatives of the latter. Re- 
versing, as he often did, the more usual applications of the Utilitarian 
point of view, Malthus appealed for recognition of the social utility of 
high consumption spending, as opposed to excessive saving by the 
rich, as an aid to maintenance of adequate demand for the final fruits 
of all saving-and-investment, and of full employment.® 

Ricardo, however — and all his loyal disciples — regarded as demon- 
strably and entirely fallacious, the ideas of Malthus that there could be 
oversaving, underconsumption, and a general glut in the markets, or 
inadequate aggregate demand for all that the economy, with full em- 
ployment, could produce. The basis of the Ricardian-classical argument 
about this matter — the argument to demonstrate the impossibility of 
the "general glut" — lay in the analysis already outlined at the beginning 
of this chapter, of the (limited) role of money in the economy and the 
"real'^ nature of all selling and buying as in final effect a method of 
"exchanging" different goods for each other. Since in the final analysis 
the supply of every good is disposed of in exchange for other goods, the 
aggregate supply of all goods together, and the aggregate demand for all 
goods together, must be the same; all goods are really bought with other 
goods (that is, with the money obtained from the sales of the other 
goods, which qua money is useless and always fully spent, so this comes 
to the same thing). Hence every over-all increase of production in the 
economy as a whole is at the same time an equal over-all increase of 
demand. This general thesis was most fully elaborated by J. B. Say, the 
French economist contemporary with Ricardo and in agreement with 
him on this matter, and has come down in the subsequent history of 
economic theory as "Say's law"; but it was affirmed by Ricardo inde- 
pendently and was an integral part of his system of theory, so I need 
not here digress to speak further of Say. Rather, let me conclude this 
chapter with a slightly fuller exposition of the purely Ricardian argu- 
ment, from this thesis, in direct answer to the fears of Malthus about 
excessive saving-and-investing and underconsumption. 

®On Malthus' underconsumption theo^, see Keynes' essay on Malthus in 
Essays in Biogru'phy, fassim; and Keynes' citation of the relevant parts of Malthus' 
Principles and other writings. For fuller discussion of the views of both Malthus 
and Keynes on this subject, see Chapter 17. 
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If the people who receive large incomes decrease their consumption 
spending and increase their saving-and-investing, the results, according 
to the Ricardian-classical analysis, work out as follows. In so far as the 
increase of saving-and-investing enlarges the wages-fund and the outlay 
by firms in hiring labor, there is an increase of consumption spending 
by the workers which partly offsets the decrease of that by the saver- 
investors. And the other part of the increase of saving-and-investing, 
going into purchase by the rich of capital goods (produced by many 
of those workers), in the place of the consumers' goods not bought by 
the saver-investors, correspondingly alters the balance in production 
of these different things, i.e., brings about more production of capital 
goods, and less production of consumers' goods (for the rich and well- 
to-do). Nor is it true, as Malthus thought, that this, in turn, must 
lead in a limited time to a large increase of the output of consumers' 
goods, unmatched by increase of demand for them. On the one hand, 
many capital goods are used in producing other capital goods, which 
again are used in producing still others, and so on more or less indefi- 
nitely; and there is room for choices, responsive to market demands, of 
the kinds of capital goods produced and the ways of using them; the 
capacities of the consumer-goods industries need expand no faster than 
the demand for their products; continuation of a great amount of new 
saving-and-investing, and only limited consuming by the rich and well- 
to-do, will mean continuation of production, to a corresponding extent, 
of new capital goods rather than of consumers' goods. And on the other 
hand, the same entire process does generate over time a continual 
growth of the total of consumption by the whole society. Parallel with 
growth of the supply of capital and (or including) the wages-fund, 
there is the on-going growth of population including the labor supply; 
the growth of investment spending includes growth of the aggregate 
outlay in wages for labor, and resulting growth of consumption spend- 
ing by the growing labor force; and the capitalist class, also growing in 
both numbers and wealth, will increase its absolute aggregate amount 
of consumption spending as well as its saving-and-investing, even if 
the degree of ^parsimony" of its members undergoes no change. As the 
society's total output grows, so do its total flows of income, consumption 
spending, and investment spending; and in the competitive system, 
with all prices flexible and the supplies of all particular goods adjusting 
to the changing, particular demands for them, there is no reason why 
any 'general glut" should ever occur. 

These matters actually are extremely complex, and the early, simple 
theories about or attempts to analyze them, whether on the line of 
Malthus or on that of Ricardo and his followers, did not get to the 
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bottom of them. We shall see in later chapters how the study of them 
has advanced, but the problems involved have by no means all been 
fully solved even today. The Ricardian system, unduly pessimistic on 
the whole, was unduly optimistic — and dogmatic — in this area, but the 
underconsumption theory of Malthus as worked out by him does not 
stand up logically; and in the contest with his and all similar views of 
the matter, the Ricardian-classical view long seemed securely victorious. 
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CHAPTER 9 


John Stuart Mill: Philosophy, Ethics, 
Politics, and Logic 


mill's stature and character, and basic views 
IN philosophy, ethics, and politics 

John Stuart Mill’s place among the ^ great thinkers” in the history 
of the Western world is perhaps in not the first but the second rank. 
But he was and is a very appealing, attractive, lovable, and admirable 
figure; and his many, voluminous, deeply and widely informed and 
thoughtful, lucid writings on a great variety of subjects — philosophical, 
social, moral, political, and economic problems — long exerted a wide- 
spread, mainly beneficial influence, and are still worth reading. Ethi- 
cally a 'good” man to the point of saintliness (though he was so faintly 
and unorthodoxly religious that no church could have thought of canon- 
izing him), he was deeply "idealistic” in the popular-ethical sense, 
earnest (but not humorless), and thoroughly "open-minded,” i.e., deter- 
mined to be fair to and learn all he could from all points of view. He 
was transparently, intellectually honest and candid; the uncertainties, 
confusions, doubts, and limitations in his thought are revealed in his 
writings and never concealed under any false pretenses. In the course 
of his intellectual development he was influenced by a wide variety 
of different ways of thinking, and his efforts to combine the views that 
appealed to him in a coherent synthesis was never entirely successful; 
consequently his thought was full of unresolved dilemmas. But they 
were and are the dilemmas or conflicts of diverse, at least partly true 
insights, that have always been and remained unresolved, at the core 
of Western intellectual life in general; and it was more the breadth 
of Mill’s interests, knowledge, and receptivity, than any special defi- 
ciency of his analytical powers, which made them stand out as they do 
in his writings. 
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The story, told in MilFs autobiography, of his unusual early educa- 
tion by his father, and its effects throughout his life, is well knovwid 
The father, James Mill, was Jeremy Bentham's chief disciple and lieu- 
tenant, a friend of Ricardo's, and an able economist, psychologist, and 
political thinker in his own right. He was a rather fanatical heir of the 
Enlightenment who believed that education of the people at large in 
the true principles of utilitarian psychology and ethics, jurisprudence, 
liberal-democratic politics, and classical economics would ensure an 
unlimited progressive growth of universal human happiness. James 
Mill, in short, was a crusading dogmatist, and a much less attractive 
person than his son became; but as a child the son was educated (or 
indoctrinated) by this father, with incredible thoroughness from an 
incredibly early age, that he might later continue the work of 'en- 
lightening" the general public — ^which he did, but not entirely with 
just his father s creed, unmodified. That creed, however — essentially 
Benthamism plus Ricardian economics — ^became and remained to a 
great extent the basis or core of John Stuart Mill's intellectual life; to 
which in the later course of his own development he made various 
large and diverse additions of other views from other sources, which 
at best were imperfectly consistent with it; with the result that his 
intellectual life as a whole was a never entirely successful struggle to 
reciprocally adjust, reconcile, and harmoniously combine the several 
different strands of thought which together formed it. 

Besides the ideas of Bentham and Ricardo, "our" Mill absorbed others 
from the English Romanticists Coleridge and Carlyle, and still others 
from August Comtes intellectual system, and still others from the 
visions of utopian socialists; and — ^with, of course, some conscious 
modifications in all cases — wove them all together into a by no means 
wholly self-consistent outlook. He was more, however, than an eclectic 
"combiner" of the views acquired from others; although his powers of 
original thought were not of the very highest order, they were good, 
and he not only developed and revised but added much of his own to 
each and all of those sources of his thought; hence the whole "body" 
of the latter is very rich and complex. Its complexity, however, is not 
the intricacy and subtlety often found in the kind of intellectual 
work which advances and elaborates detailed analysis of a particular 
subject matter to a point very far beyond the simple or elementary 
"common-sense" beginnings of all such analysis. John Mill's search was 
for a very broadly inclusive or comprehensive global wisdom, about a 
wide range of the great, general, perennial problems of mankind; hence 
his attention was spread widely over many subject matters, and he did 

^J. S. Mill's Autohiography is available in many editions. One o£ the best is 
that published — ^with a preface by Harold Laski — ^in The World’s Classics (Lon- 
don and New York: Oxford University Press, 1924). 
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not carry analysis of any one of them very far beyond the elementary, 
'common-sense'' stage or level. A kind of relative simplicity, rather than 
any great complexity, may be said to characterize each of his writings. 
Only the entirety of his thought is complex, and it is so in the different 
sense or way resulting from his constant, simultaneous sensitivities 
to all or many kinds of relevant considerations and the elements of truth 
that he saw in many diverse points of view. 

One of the foundation stones of John Mill's thought was his philo- 
sophical empiricism. As a British philosopher he carried on the tradition 
or line of thought of Locke and Hume — the empiricism which insisted 
that all truth or knowledge, to deserve acceptance as such, must be 
derived from and pass the test of agreement with facts perceived or 
observed with the human senses; that all claims to possession of intui- 
tive-general or a priori knowledge of "'self-evident" primary truths, not 
capable of and not needing support or confirmation by empirical evi- 
dence, must be rejected; and that every individual has the right and 
the duty to do — in so far as he is or can become competent to do this — 
his own skeptical, critical testing of all alleged truth or knowledge, 
presented to him as such, i.e., to test it for agreement with his own 
perceptual experiences, or sense-perceptions. In particular, this em- 
piricist theory of knowledge was for Mill an important part of the 
foundation of his most central, ethical conviction — his liberalism, or 
moral outlook demanding full liberty or freedom for the mind and soul 
of every human individual, and dictating eternal enmity to all authori- 
tarian, dogmatic orthodoxies which had ever sought or might ever seek 
to impose themselves as obligatory on entire societies. To Mill's mind, 
every despotism had its source in uncritical mass acceptance of a common 
creed; and the latter in turn always had its source in acceptance of the 
claim of the exponents of the creed, that the truth of the premises form- 
ing the logical foundation of the creed could be guaranteed by some- 
thing other and better than the sense-experiences of individuals. 
Therefore Mill felt that an essential safeguard of the liberties of all 
individuals must be a general prevalence of the critical, skeptical temper 
of mind, and proneness on the part of each individual to insist on test- 
ing all ideas proposed for his acceptance for agreement with his sense- 
experience. 

Before going further, however, in consideration of Mill's liberalism, 
we must consider his complex attitude toward his father's and Ben- 
tham's creed, utilitarianism — the system of psychological, social, ethical, 
political, and legal theory which they had erected upon the foundation 
of empiricism and as the more detailed and immediate basis of their 
liberalism, but which John Mill subjected, in both connections, to 
much revision. 

As we know, the utilitarian system aimed and claimed to be, and to 
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some extent actually was, a product of empiricism, but at the same time 
it was mainly a more or less logical system of abstract ideas with a very 
limited, inadequate empirical foundation. Its central effort was to derive 
its norms of “good'' human conduct, legal justice, the proper constitu- 
tion or organization of the state and society, and all right or wise public 
policies, from experience of the consequences of the diverse possible 
kinds of conduct, institutions, laws, and policies, for human happiness; 
instead of deriving them from arbitrary premises or moral “axioms" — 
flat affirmations of “moral absolutes" — thought of either as “self-evi- 
dent" intuitions of moral “reason," or as contained in the Christian 
“revelation" of the will of God. This appeal to experience of results 
for happiness was of course in line with the dictates of empiricism; and 
it was legitimate to include in the concept or category of sense-experi- 
ence, or all sense-perceptions, not only perceptions of “objective, ex- 
ternal" objects and events, but also the sensations, feelings, or 
experiences of pleasures and pains, or happiness and unhappiness, or 
satisfactions and dissatisfactions, connected with them. But there was 
in utilitarian thought no remotely adequate realization of the endless 
variety and variability, complexity, subdety, and elusiveness of the 
latter “subjective" human experiences, and the extreme difficulty of 
treating them, or this material — through introspection and communica- 
tion — as the subject matter of genuine, effective, scientific, empirical 
research. In fact, Bentham and his followers hardly attempted any such 
research; or rather, what they attempted, and regarded as sufficient, 
amounted to extremely little. In effect they merely used, as the basic 
premises of their whole system of doctrines, a few very abstract, general 
“common-sense" notions of the elements and required conditions of 
the “greatest happiness" of human beings, universally, and the supposed 
psychological laws of their predictable, actual behavior (to maximize 
their net amounts of happiness or aggregate of pleasures) in different 
situations or sets of circumstances, and the normative laws, observance 
of which supposedly would lead to long-run optimal results in the way 
of happiness throughout society at large. 

Hence the system, despite its background of philosophical or theo- 
retical empiricism, and its stress on the criterion of experienced results, 
was mainly a flimsy structure of deductive theory, having as its basis 
nothing like adequate and/or accurate factual knowledge about human 
beings, their real motives and behavior-patterns, and the real conditions 
of their greatest happiness, but only a few general and abstract, super- 
ficial, and in many applications highly unrealistic assumptions about 
those matters. Now it is true that John Stuart Mill did not greatly 
improve or reform the system in that respect, or even see clearly how 
to do so or what was needed, but only, in his revision or new version as 
compared with Bentham's, made it less logical or self-consistent without 
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making it much more satisfactory in any other respect. But he did at 
least become sharply, uncomfortably aware of its great deficiencies or 
limitations, while adhering always to the central idea of ethics as not 
an effort to impose arbitrary commandments on mankind, but an effort 
to study and discover the requirements of its greatest happiness. And 
the improvement of utilitarian theory which he tried to carry out, by 
combining with it insights of a different kind which he acquired in a 
different quarter, is of interest and value despite the logical and other 
objections which lie against it. 

Milks sharpest criticism of the character of Bentham^s thought, and 
the clearest disclosure of the source and direction of the very different 
line of thought which Mill was to draw upon in the effort to supple- 
ment, revise, and improve Bentham's, may be found respectively in his 
short essays on Bentham and on Coleridge, which appeared as a pair.^ 
There is really no doubt that Milks own outlook, in spite of all its 
differences from Bentham's, had and always retained much more in 
common with the latter than with that of Coleridge, the romantic poet 
and political philosopher who in the latter role had preached a quasi- 
mystical, anti-Enlightenment, feudal-tradition-loving Toryism or Con- 
servatism, diametrically opposed to all that Bentham stood for and in 
almost as much conflict, on the whole, with the less clear-cut, consistent, 
and stable views of Mill. Yet Mill, with characteristic open-minded- 
ness, generosity toward the opposition, and severity on his own party 
and tradition, not only ranked Coleridge and Bentham together on the 
same plane, as in British political thought ‘^the two leading, seminal 
minds'' of their generation, but actually expressed more adverse criticism 
and less appreciation in the essay on Bentham than in that on Cole- 
ridge. And he fairly well described the main weakness of Benthamism ^ 
in political thought, in calling it a system of ^ political geometry," 1 
which tried to deduce, with a precision and rigor like that of mathemati- 
cal reasoning, the rules or precepts that should govern political life 
and governmental decisions, from premises in the fields of psychology, 
the social sciences, and ethics. What I think this must be taken to mean 
as a criticism is that Benthamism lacked an adequate empirical founda- 
tion of factual knowledge about politicians, the people and situations 
they must deal with, and the real possibilities in political and govern- 
mental decision making; that it was an overtheoretical and insufficiently 
realistic body of doctrine, well developed only on its formal, logical, 
systematic, analytical side, and evolved from assumptions formed with 
too little sensitive or perceptive awareness of the relevant human and 
social realities, and of nuances differentiating the diverse, more and 

^ These essays may be found and read in J. S. Milhs Dissertations and Discus- 
sions (London: 1859-1867), vol. I, pp. 33®. (Bentham); 3938. (Coleridge). 
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less important values, lumped by Bentham in the one all-embracing, 
abstract category of 'utility’’ for "happiness.” 

Now the philosophy of Coleridge — indebted and closely alcin to the 
post-Kantian German romantic Idealism — ^was not in the empiricist 
tradition to which Mill adhered; but professedly used as fundamental 
premises — asserted with dogmatic confidence — alleged intuitive-general 
insights of the German and Coleridgian, higher, synthetic "reason” (not 
the inferior, analytic "understanding”); in short this was a philosophy 
of the kind to which, in general, Mill the empiricist was profoundly 
opposed. Yet in spite of this I think it is true, and the true explanation 
of the degree of Coleridge’s attraction for and influence on Mill, that 
in fact there entered into the intuitive premises of the former’s thought, 
as compared or contrasted with the too simple and rigid assumptions of 
Bentham’s, a far more adequate, sensitive awareness of the complex 
and various real make-ups of the souls and behavioral propensities of 
human beings, and the kind of hierarchy in the realm of values which 
most good-and-wise men try to grasp. It is an ironic paradox that the 
humane-liberal thought of Bentham and his followers, with its nomi- 
nally empiricistic basis, was more deficient in the humanistic insights 
dependent on full awareness and use of this subtle kind or part of all 
human experience, than was the romantic-conservative-or-reactionary 
and more authoritarian thought of Coleridge and his kind. But the 
Benthamic liberalism did not depend upon, but rather was weakened 
by, the deficiencies of the Benthamite assumptions and doctrinal sys- 
tem; and the political conclusions or views of Coleridge did not all 
follow with logical necessity from his basic psychological and ethical 
or humanistic awarenesses or insights. Mill, in criticizing Bentham’s 
thought and more generously appraising that of Coleridge, in this pair 
of essays, was groping for a way to repair the faults of the former’s 
"method’ of inquiry, and to use or draw upon the latter’s richer hu- 
manistic insights for this purpose, without deserting the former s liberal 
or accepting the latter’s conservative program. 

To learn what results that effort on Mill’s part led to, we must turn 
to his essay entitled Utilitarianism,^ Unfortunately, this essay in fact 
discusses only one part of utilitarianism or Benthamism as a complete 
system of thought or doctrine — and chooses to discuss (both defend 
and revise or amend) that part in which the system is weakest and least 
useful. Mill’s Utilitarianism essay is only about the utilitarian theory of 
ethics proper, or ethics in the narrow sense — the proper conduct of 
their personal lives by individuals. It is not in this field, but in that of 
all collective or public action, to shape and develop the institutions of 

® See Utilitarianism j Liberty, and B.e'presentative Government, by John Stuart 
Mill (London and New York: Everyman's Library, 1914). 
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society and the state and all legislation and public policy, that utilitarian 
principles can be most fruitfully and usefully applied and are least 
inadequate. In the shaping of legislation and public policies, there is a 
large place for efforts to 'calculate'^ or predict, from the findings of all 
appropriate social-scientific research and analysis, the probable effects 
of alternative policies or measures upon the happiness or welfare of 
the people generally, and of different groups among them; and to 
choose the policies most likely to be conducive to something like (in 
the ambiguous Benthamite phrase) ''the greatest happiness of the 
greatest number/' But in an individual's conduct of his personal life, 
it is generally impossible for him to achieve much in the way of fore- 
sight and comparative estimation of the important (remoter as well as 
more immediate) likely consequences of his different possible actions 
or decisions, for his own and other peoples' happiness, and "scientific" 
choice of the actions or courses that will have on the whole the best 
consequences, or deserve to rank as the ethically best or right actions 
by this criterion. 

No doubt it can be argued that, despite the overwhelming difficulty 
of such a thorough-going application of it, the general principle is 
valid; one should try to make his conduct such as to bring about, for 
himself and for all persons affected by it, as much happiness and as 
little unhappiness as possible. But it must be admitted that this princi- 
ple, by itself, is less adequate for the daily ethical guidance of the in- 
dividual's conduct of his life, than the principle that public affairs 
should be conducted on the lines most favorable to the general happi- 
ness of the whole mass of citizens, is or can be for the guidance of 
legislators, public officials, and voters as such. Yet it is understandable, 
although regrettable, that Mill's Utilitarianism essay considers only 
the basic or logically first question of ethical theory as such: the ques- 
tion, what is the proper criterion of "good" or ethically correct conduct 
or human living — the ground or first principle of the rational ethics 
or morality by which men should live? 

In his discussion of that question, then, Mill first stoutly defends the 
utilitarian (Bentham's) answer to it, against the common or usual, ill- 
founded criticisms or objections grounded in misunderstandings, and 
alternative or rival answers which he regards as either wrong and mor- 
ally pernicious, or meaningless, or really equivalent in meaning to 
the utilitarian answer even if their exponents deny that. He then goes 
on to develop his own measure of dissent from the principle in Ben- 
tham's form, and to revise or amend it to make it more fully express his 
own ethical outlook. At the outset he insists that it is a misrepresenta- 
tion to interpret the idea of living with happiness or pleasures in view 
as the goal of life, as meant to sanction the unworthy, not self-disci- 
plined, sole or primary pursuit of the "low" or "vulgar" pleasures of the 
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body, appetites, and senses — or 'worldly^ pleasures obtainable in 
abundance by any clever or ruthless rascal through control of great 
wealth, power, etc. To understand Bentham, Mill insists, one must 
understand the words 'pleasure'' and "happiness" as having very broad 
inclusive meanings, and referring alike to all satisfactions of all possible 
human desires or aspirations — all enjoyments, or pleasant, agreeable, 
or delightful experiences, emphatically including those of the intellect, 
the aesthetic sensibilities, humane sympathies, and satisfactions of the 
religious desire for a sense of harmony with all life and existence, as 
well as and no less than the pleasures that signify only satisfactions of 
the bodily or animal appetites. To try to so live as to be and continue 
to be as happy as possible in the fullest, all-around sense, and contribute 
as much as one can to the happiness of one's family, friends, neighbors, 
and fellow citizens and, if possible, of mankind, is the ideal, not of 
the self-indulgent libertine, but of the truly good-and-wise man and 
citizen. This is, in effect, what Mill maintains, and rightly as we may 
grant, especially when he adds or admits the paradoxical but true point 
that happiness cannot be won by a too conscious, deliberate, intent, and 
anxious pursuit of it, but only by a more self-forgetful, objectively or 
outwardly directed conduct of one's life, in a well-balanced pursuit of 
all the ends, success or progress in attaining which in fact brings hap- 
piness as an unsought by-product. Mill even holds that the utilitarian 
ideal, as he thus interprets it, is in fact identical with that of the original 
Christian ethic, i.e., that of Jesus; but he spurns as an opposite and 
evil tendency in much historic, official Christianity the perverse, grim 
tendency to regard all the normal human pleasures as bad and desires 
for them as sinful, and associate virtue not with joy but with gloom. 
In short, as Mill — in agreement, thus far, with Bentham — explains the 
utilitarian ideal or principle, it emerges as indeed wholly acceptable, 
immune to all objections, and in full agreement with all "other" sense- 
making and persuasive doctrines in its field. 

Yet he goes on to dissent, himself, from a further important aspect 
of Bentham's version of it, and to develop as his own a different, com- 
plex, and hardly self-consistent version or position. Bentham had sought 
to reduce all "qualitative" distinctions among values or pleasures to 
"quantitative" distinctions only, and thus to make ethics, in principle 
or potentially, a simple, exact, mathematical science, Utility-for- 
happiness was to be the sole and universal criterion; all pleasures, of 
all Mnds alike, could contribute to or be parts of happiness — a person's 
happiness would mean the sum of all his pleasures or enjoyments; and 
the only "ranking" of diverse pleasures was to be on the basis of the 
long-run total net amounts of happiness represented by or connected 
with them — account being taken of their different intensities, durations, 
and degrees of "purity" or nonentailment of associated, or prerequisite, 

225 



or subsequent pains or displeasures, and ''fecundity^^ or fruitfulness in 
leading to other additional pleasures beyond themselves. 

And finally, on all those points or questions about his own pleasures 
and how to rank them all in his own hierarchy or preference-scale, each 
individual was to be the sole judge; there were to be no universal abso- 
lute standards but only, for each individual, the set of personal stand- 
ards or relative evaluations of all his own desires and satisfactions, to 
be worked out by and for himself through reflective examination of 
his own experience. As Bentham said, if you happen to prefer playing 
pushpin (a trivial game) to reading poetry — i.e., if the former gives 
you the greater pleasure — then for you pushpin is better than poetry, 
and that is that. But John Stuart Mill could not accept this point of 
view; to his fastidious mind and feelings it seemed clear that there are 
among the pleasures enjoyed and sought by human beings, distinctions 
or gradations of quality and merit — refinement or vulgarity, nobility 
or baseness, worthiness or unworthiness — which cannot be reduced 
to just different quantities of pleasure as estimated for himself by each 
individual, however ignorant of values, depraved, or deficient in good 
taste he may be. 'It is better,'^ said Mill, "to be Socrates, dissatisfied, 
than a fool, satisfied.^^ ^ Men should not simply, accepting themselves 
as they are, seek to satisfy all their current wants as fully as possible; 
they should first of all and above all seek to develop in themselves 
worthy wants, desires, or aspirations for the goods or ends or goals 
worth seeking — those yielding not simply large amounts, but fine qual- 
ities of happiness or pleasure. For Mill it was not enough to insist, with 
Bentham, that haffiness as a term includes or covers all kinds of pleas- 
ures, hence those of the (good) mind and the (noble) spirit as well as 
those of the body; he insisted, further, that certain kinds of pleasures 
are intrinsically better than other kinds and should be mainly valued, 
sought, achieved, and enjoyed by all men, although in fact, for the most 
part, these finest pleasures were not appreciated or desired by the ma- 
jority of men in their current blindness. 

Now it was a matter of some difficulty for Mill to reconcile that con- 
viction of his, about the superior and inferior qualities and values of the 
different kinds of pleasures, with his empiricism — his equally strong 
conviction that the sources and tests of all truth lie, not in alleged, in- 
tuitive, general insights convincing only to some minds, but in specific 
experiences available to all. On its face, his belief in the universal nor- 
mative validity of the class of particular tastes or value-judgments, in 
fact peculiar to the highly cultivated, relatively wise-and-good minority 
of mankind, seems to be in line rather with the intuitionist epistemology 
and aristocratic or elitist, authoritarian political tendency of Platonic 
and Romantic-Idealistic (e.g., Coleridgian) thought than with em- 

^ See ihid., chap. 2. 
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piricism, utilitarianism, and democratic liberalism. But Mill, at least 
dimly aware of this difficulty, tried hard to square his idea of the 
absolute hierarchy among kinds of pleasures with his empiricism by 
arguing that there is agreement on the former among all those whose 
opportunities have been such that they have been sufficiently exposed 
to, i.e., have had in sufficient amounts, all the relevant kinds of experi- 
ence. Men with ample experience of both the cheap or common and 
the finer pleasures generally agree in preferring the latter; the untutored 
''common man'' is likely to prefer or think that he prefers, e.g., inferior 
^popular" music or art to the best masterpieces, only because he has 
never had the opportunities leading to adequate exposure to or experi- 
ence of the latter. And as it is in the spheres of music and all the fine 
arts, so according to Mill's thought it is in the spheres of all kinds of 
values, delights, or pleasures; only the best-educated, fully and finely 
cultivated minds and spirits have access to the experiences which en- 
gender and confirm knowledge of the superior qualities of the pleasures 
of the intellect and of the finer ethical as well as aesthetic feelings, as 
compared with all the ordinary, common, or vulgar pleasures, of which 
ample experience is readily available to all men. 

This thesis, however, involves a faith in the equality or similarity of 
all men as regards their innate or potential aptitudes, capacities, or sen- 
sitivities, which is hardly consistent either with general observation and 
experience or with modern psychological knowledge (such as Mill of 
course lacked), and which Mill himself in his other writings by no 
means always exhibited. His revised-utilitarian theory of ethics, chang- 
ing Bentham's criterion of utility-for-happiness (all pleasures as di- 
versely ranked by diverse individuals) into that of utility-for-"true"- 
happiness (involving the particular way of ranking, selecting, and com- 
bining pleasures, of which Mill approved) was really no longer utilitar- 
ian, or self-consistent, or consistent with his simple empiricist theory of 
all knowledge or warranted beliefs or judgments; nor was it very clearly 
consistent with that devotion to democracy and trust in the common 
man to which he was generally, though uneasily, inclined. Yet I think 
we can see in this logically unsatisfactory essay, as a fruit of his effort 
to revise or improve his father's and Bentham's inadequate ethical-and- 
social philosophy, the enrichment of his insights, as compared with 
theirs, which came partly from his appreciative study of the views of 
Coleridge and other English Romanticists, and partly from his own na- 
tive sensitivity and finer feelings. 

Now if we turn from Mill's essay on Utilitarianism to his essay On 
Liberty,^ we again, I think, find in the latter, as the central docu- 

® Mill's On Liberty, like his Utilitarianism, is available in many editions, but 
most conveniently in the Everyman's Library edition, combining both essays, and 
also that on Representative Government, in a single small volume (London and 
New York: 1914). 
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ment of his political thought, further evidence of the ways in which he 
was both helped and handicapped, in working out his own exact posi- 
tions, both by his measure of adherence to his utilitarian heritage and 
by his departure from it. This famous essay, On Lihertyj has been justly 
rated as one of the few great classics in the English-speaking world's 
literature of at once eloquent and reasoned appeals for public creation 
and protection of the largest workable spheres of individual liberty or 
freedom, for all individuals severally, from coercive control by others — 
by the state, society, other individuals, or groups or organizations of 
whatever kind; or appeals, in other words, for restraint of all coercion 
of human beings by other human beings to the unavoidable or indis- 
pensable minimal amount. But while this is truly a great essay, it is so, 
again, in spite of serious limitations and logical defects. There is really 
no doubt that Mill deeply felt the value of every individual's liberty or 
freedom to be very great indeed, and the ^'intrinsic" value of an end or 
good in itself and not merely or only the ''instrumental" value of a 
means to other (public, social, or collective) ends. But he was precluded 
by his empiricist and utilitarian heritage from asserting or accepting any 
doctrine of the "natural rights" of individuals, and was obliged to try to 
reach his delimitations of their proper freedoms and the proper authority 
of the state and society by using, solely, the criterion of what would 
have the greatest social utility or expediency, or discussing what could 
be expected to work best in the long run for the stability and progress 
of society as a whole, and for the welfare or happiness of its members 
generally. 

Thus his immediate rule for reaching those delimitations was that so- 
ciety is justified in controlling or restrainin g | ts individual members so 
far, and only so far, as it must "in self-defense "oTfor its own (society's) 
I protection. That is, society can properly restrain each individual from 
all acts demonstrably injurious to others and thus to society itself, but 
not from any acts affecting the welfare only of the acting individual 
himself, "Paternalistic" control of the (adult, responsible) individual 
"for his own good" only is never justified; as to all that is, or pertains to, 
or affects, or concerns his own welfare only, each individual is to be the 
final judge and have complete or absolute freedom. But this rule ob- 
viously fails to imply or ensure clear protection of anything like as 
much individual liberty or feedom as Mill obviously wanted to defend 
or advocate. Very few of the possible, important actions of the highly 
interdependent members of complex, closely knit societies affect only 
themselves individually, or lack important consequences favorably or 
unfavorably affecting countless other persons and in that sense "affected 
with a public interest"; hence a very great extension of public control, 
reducing the liberties of individuals to very small dimensions, can easily 
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be justified by this criterion which Mill meant to use with an opposite 
result. 

MilFs struggles to make this rule yield the result he wanted appear in 
his discussions of various concrete cases, problems, or examples, which 
I cannot here take the time and space to consider; but they were, in gen- 
eral, unsuccessful struggles. He would have done better to take as his 
^ guide, or adhere to, the seemingly similar but really different, traditional 
rule or principle of the classical liberalism, that everyone should have 
all the liberty that can be consistent or compatible with the same or 
equal liberty for everyone else; or in other words be subject only to those 
restraints that are necessary to protect^ not the complete ' 'welfares^'' but 
only the (equal) liberties of others. But this idea involves the presup- 
position that liberty is a very great good in itself or for its own sake — 
that it is not merely a means to but an essential fart of human welfare 
or happiness, and a part so important that all men should have much of 
it even at the cost of being free and likely to do considerable damage to 
each other s sums of ^ welfare*^ or '^appiness^^ as estimated without 
sufficient weighting of liberty itself in that computation. And this pre- 
supposition amounts to the essence of that idea of the 'natural rights ' 
of all individuals to extensive freedoms, even at a cost to other less im- 
portant aspects of each other’s welfares, which originally was a corner- 
stone of the classical liberalism, but came to be discarded by Bentham, 
Mill, and others as being a nonempirical, a priori dogma, grounded, not 
in the experiences of men generally as to what they most want or value 
or find to be or yield the greatest pleasures, but in an arbitrary assign- 
ment to liberty as such of a high and absolute fixed value which it does 
not necessarily have, universally at all, in the experiences or for the 
feelings of particular people. 

It is true that liberalism in the .classical sense demands a great deal of 
freedom for all diverse individuals to arrive at and live by their own di- 
verse patterns of value-judgments, to a great extent, but it also demands 
that all of them shall very firmly, steadily, and consistently value free- 
dom itself, as compared with other goods, much more highly than many 
of them often actually do. If the members of a society come generally 
to insist that they must be made to so behave as to maximize the welfare 
or happiness of all (apart from their freedoms), they will not long re- 
tain large freedoms; a society of free individuals cannot be perfect in 
other respects, or entirely free from internal conflicts, disorders, and 
harms to other aspects of the welfare of each by the free actions of his 
fellows. In his essay on Utilitarianism, Mill had weakened his liberal- 
ism, or come near to deserting it, by "amending” simple utilitarianism 
through insisting on his absolute, higher evaluations of refined as op- 
posed to vulgar pleasures. Here in his essay On Liberty, on the contrar)^, 
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he even more seriously weakened his intended liberal stand, in the op- 
posite way, by adhering to a straight or simple utilitarian approach to 
the subject instead of insisting on an absolute, higher evaluation of an 
ample liberty for all severally, as opposed to other goods or pleasures. 
Although Benthamism originally was meant and appeared to support 
the classical liberalism, it led more logically and in the long run toward 
the 'welfare-state’' ideal of modern democratic socialism and the modem 
"liberalism" which generally is more socialistic and less libertarian or 
individualistic than its classical namesake and ancestor was; and John 
Stuart Mills was a confused, not clearly self-consistent outlook, in tran- 
sition from the classical-liberal to the modern^ibaral point view. 

Yet this essay On Liberty contains much more of high merit than I 
have yet mentioned. Besides insisting that only necessity for protection 
of the welfare of society at large can justify restrictions of the liberties 
of individuals, it further goes on to insist, equally, that ample, secure or 
protected liberties for all individuals severally — emphatically including 
those nonconforming, eccentric individuals who seem most obnoxious 
to the popular majority — are in the long mn so imfortant for the wel- 
fare of society as a whole, that the latter in its own best interests must 
positively establish and maintain them. And the main part of the ar- 
gument advanced in support of this thesis is or consists of Mill’s theory 
of the process and conditions of continuing all-around social progress, 
(Liberalism has always been or meant progressivism as well as libertar- 
ianism, and the connection between the two — theory of the depen- 
dence of social progress on individual liberties — here worked out by 
Mill, is of great interest.) All progress — advancement of knowledge 
and wisdom, and progressive change and improvement of old ways of 
thinking and feeling and the consequent old behavior-patterns or habits, 
customs, and traditions — can come about only through free individual 
dissents and dissensions, innovations at first resisted by inert or con- 
servative souls (who tend to be the majority), and a free competition 
of all the old and diverse new ideas, creations, things, and ways for 
eventual general or widespread acceptance on the basis of demonstrated 
(experienced) superior results for the welfare or happiness of the people 
generally. In any large mass — society, or group of people sharing old, 
loved traditions — the strong tendency to insist on conformity and col- 
lective unity or solidarity, to repress dissents and innovations, and to 
tolerate only what all agree with, inevitably works to prevent any 
progress, and to thwart the creative impulses of all the more able and 
original minds. Prevailing fear of changes for the worse works or tends 
to prevent any changes, growth of variety, and competitive testing of 
the old traditions and diverse novelties against one another to find out 
what is best or works best for the general or common welfare and hap- 
piness. Extensive freedoms for all so-inclined individuals to dissent and 
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innovate, in all spheres of life, activity, and culture, and in all directions, 
including those most feared and hated by the conservative, tradition- 
bound majority, are indispensable for continuing, all-around progress. 
A convincing presentation of this valid and important thesis, the core 
of the liberal-progressive outlook, is the core of Mill's essay On Liherty, 

Recognition of the facts that the able and original or deviant minds 
whose innovations can lead to progress are or make up an elite minor- 
ity, and that there is in every large society a large majority of mediocre 
and normally inert, tradition-bound, conservative minds and souls, did 
not prevent Mill from supporting democracy, but did make his support 
of it hesitant and carefully qualified. What he supported in this field 
was emphatically not an all-out, simple, or absolute democracy, mean- 
ing simply (with universal suffrage) majority rule, but only a liberal 
democracy — majority rule qualified or limited by firm protections of 
minority, and all individual, rights and liberties, even as against the 
governing majority. And he feared the overconservative and often il- 
liberal, conformity-demanding or intolerant or repressive, and rather 
stupid tendencies of the popular majority, to the point of wanting to 
further qualify or modify majority rule with such devices as propor- 
tional representation to ensure that all significant minorities would 
also be able to exert some influence. In fact Mill, like many another 
liberal intellectual in every generation, was torn between his democratic 
sympathies, or concern for the liberties and welfare of all the people, 
which he knew could be well protected only by giving “the many" 
a good deal of power; and his poor or low opinion, on the other hand, 
of the tastes, intelligence, and wisdom of “the many" or “the common 
man," who, when personally encountered, offended his own high and 
fastidious standards. Many a democratic liberal has evaded this dilemma 
by indulging and cultivating a theoretical, blind, unrealistic optimism 
about the innate or potential capacities of “the many," but Mill did not 
generally or consistendy do this; in a typical moment of sad candor he 
exclaimed that “average human nature is such poor stuff!" 

Yet he also did not trust any elite group or class to use power for the 
good of all and not in its own narrow special interest; hence he saw 
the basic political problem as that of so dividing power among all groups 
that all would have enough to protect themselves, while at the same 
time none — not even a large cohesive majority where that existed — 
would have enough to get its way completely against the desires and 
rights of any of the others. But this, he knew, even if it could be 
achieved and maintained, would not by itself be enough to ensure pro- 
tection of all individuals, and/or impartial and effective government 
in the common interest of all. The proper liberties and rights of neces- 
sarily powerless tiny minorities and lone individuals could be protected 
only by a very diflGicult-to-achieve, firm devotion to “enlightened" liberal 
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principles by ''the many’^ and by the members of all potent groups. 
And a system of divided and balanced powers could work only with 
general prevalence, in all quarters, of such reasonableness and willing- 
ness to compromise as is rarely prevalent enough in any great society. 
Above all, a well-working liberal democracy must have respected, 
though not invariably or blindly followed, leaaers (not rulers), always 
readily entering into public life, mainly or largely from the ranks of 
the minority of able, cultivated, wise, and devoted men. All these re- 
quirements at once, for realization of a good democracy, have rarely 
been better fulfilled than they were in Mills England; and he always 
steadily, fully exerted his substantial influence in helping to bring 
about the further progressive development of a sound democracy and 
all its prerequisites within his own country. But he was never under 
the illusion that all societies or countries could immediately or soon 
meet all the requirements, or that a universal spread of democracy 
should be desired as an immediate goal. 

On one point I have still not sufficiently indicated the more pessi- 
mistic side or part of Mill’s attitude to democracy. He was afraid that, 
even in his England, the rising and growing, not only political but also 
extrapolitical, general power and influence of the popular majority of 
the middle and working classes would tend to bring about a dangerous 
growth of both governmental and other informal social pressures upon 
or against the liberties and diverse spontaneous propensities and con- 
tributions of the country’s superior, nonconforming, original, deviant, 
or creative minds and characters, upon whose diverse departures from 
the previously most widely popular views and practices, on-going prog- 
ress would depend. And his "sermon” against this too likely tendency 
of the democratic majority to try to enforce universal conformity with 
its own mediocre and merely traditional standards, in all departments of 
life and of culture, was the most central message of his essay On Lib- 
erty. Yet in spite of all that was critical and relatively pessimistic or 
quite realistic in his judgments about "the common people,” Mill on 
the whole was "on their side,” and often nearly or quite "radical” as 
a sympathetic champion and supporter of their causes. For he was full, 
not only of humane sympathy for and with them, or concern for im- 
provement of their opportunities and achievements of all kinds, but 
also of a degree of stubborn, long-run hopefulness about them, not 
clearly, fully consistent with his frequent pessimistic judgments. Par- 
ticularly on behalf of labor or the working class, he was full of idealistic 
partisanship, long-range hopes, and ideas of reforms to be developed 
and carried out for their benefit. He could be a severe critic of his own 
middle class as well as of the aristocracy and gentry, but he tended to 
think of the working class as made up largely of individuals — both 
leaders and rank-and-file members — ^with attractive, promising minds 
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and characters or traits and attitudes. Yet he suspected that they were so 
attractive mainly because they were as yet unspoiled by possession and 
exercise of great power as a class within society; and he feared that 
with the growth of their power, which he foresaw as inevitable and 
regarded as just, they would in time become as prone to misuse it 
in their narrow apparent class interest, and against society's and their 
own true best interests, as other dominant classes always had been. 

It was partly, I think, that sympathetic or humane concern for justice 
to the working class, and partly his idealistic yearning for a more fra- 
ternal and harmonious, cooperative, less fiercely competitive and strife- 
tom society than the one he lived in, which led Mill to his long flirtation 
with and eventual loose adherence to the vague ‘socialism" or vision 
of a future “socialist" society that was coming into existence as the 
dream of a new minority movement in his time. We seem here to en- 
counter another one of the many inconsistencies or unresolved dilemmas 
in his thought: how could Mill, the great advocate of liberal individual- 
ism and free, individual innovation and competition as the indispensa- 
ble condition or method of all progress, and in political economy the 
final great exponent of the Ricardiamclassical principles leading to 
support or endorsement of laissez-faire competitive capitalism — how^ 
could this author at the same time flirt with socialism and come in the 
end to call himself a socialist — ^without ever renouncing any of those 
other views? But I think that we are not here confronted with as great 
or clear an inconsistency within Mill's thought — one as great or clear 
as it seems to be. To understand and judge it fairly we must know 
(i) what he did and did not mean by “socialism," (2) how he en- 
visaged and distinguished what could be hoped for in the distant future 
and what must be accepted as the best practicable regime in his time 
and well beyond it, and (3) with what extensive reservations and quali- 
fications he always surrounded his support of laissez-faire economic 
liberalism or individualism, even in and for his time. Much of my ex- 
planation of these points and especially of the last one, must be de- 
veloped in connection with my discussion, in the next chapter, of 
Mill's economics and political economy. But it has seemed desirable 
to raise the question of Mill's “socialism" at this point, while I am still 
discussing, not his economic thought as such, but its general social- 
philosophic background, and to consider what “socialism" did and did 
not mean to him. 

The early, vague, incipient developments or varieties of “socialist" 
thought that were burgeoning in Mill's time, and drew his friendly 
interest, were dreams envisaging a (distant) future, radical reorganiza- 
tion of the economic and general life of mankind, not through or under 
omnicompetent national states as vast public units owning and man- 
aging all productive enterprises and resources within their borders, but 
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instead through or in countless, small, informal, voluntary cooperative 
societies, associations, or communities of people, choosing and agreeing 
to share or pool their wealth and jointly plan and organize their lives 
and labors. When the world should come to consist entirely of such 
(local, small) communities, they would all be loosely linked together, 
by mutual agreements, in large-area confederations and perhaps a 
world-wide confederation of all those; but there would no longer be 
any nation-states, or states of any kind, with coercive governments; for 
when all men had learned the wisdom of renunciation of their individ- 
ual private properties and acquisitive ambitions, and the superior at- 
tractions of harmonious cooperative living with their fellows in ideal 
communities, the strife or conflicts which coercive governments exist 
to control would no longer exist, and the latter could and would be 
dispensed with. It is not surprising that this, as a vision of the goal at 
the distant future end of the long road of mankind's progressive moral 
'^enlightenment," appealed strongly to Mill; or that, as a liberal, he not 
only, from the first, denounced the tendencies of many of its conserva- 
tive opponents to attack it unfairly, misrepresent it, and try to get ad- 
vocacy of it legally suppressed. Mill of course demanded that its advocates 
and their arguments be given a fair and full public hearing and consid- 
eration; but eventually also he was led, by his own long, S3mipathetic 
study or consideration of this socialist vision or ideal and the question of 
the long-run possibility of its realization, to decide more or less fully in 
its favor and end by describing himself as a socialist. But he always 
realized, more fully than most such socialists did, how very long at best 
the preparatory period would have to be, of gradual progressive improve- 
ment of the mental and moral condition of mankind to the point of 
readiness for and ability to carry out and truly realize the socialist ideal. 
And instead of giving up and withdrawing from the unready contem- 
porary world and living only to preach socialism and await its realiza- 
tion, Mill put his socialism "on the shelf" as only a hope for the distant 
future, and devoted his main efforts to the studies and activities through 
which he hoped to contribute to many of the countless, small, imme- 
diate improvements of the society and culture around him, for which 
he deemed it to be ready in the sense that early realizations of them 
should be quite feasible. 

MILL S LOGIC AND IDEAS ON ‘ METHOD^' IN ECONOMICS 
AND THE OTHER ' MORAL SCIENCES^' 

Thus far I have described only some of Mill's most basic general 
beliefs and attitudes: his empiricism, his revised-utilitarian ethics, and 
his views on liberty and progress, democracy, the future of labor, and 
socialism. Together all this may be said to have made up the back- 
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ground or wider context of his economics and, along with the latter, the 
basis of his ideas of the proper public economic policies, or proper 
relations between the state and the economy. But before going on to 
describe his study of and main general conclusions in economics and 
political economy, I must now insert a brief account of still another 
segment of the wide range of his intellectual work — ^his ideas on logic, 
induction, and scientific method, and their proper, special features as 
applied in economics and the other social (or ' morahO sciences.^ Per- 
haps not logic but only convenience has guided me in arranging these 
different general topics in this sequence; but it has seemed to me logical 
enough, as well as convenient, to survey first the substance of MilFs 
basic general outlook or perspective on all existence, life, and values, 
then his theory of logic and the methodologies of the particular sciences 
of chief interest to him, and finally the substance (again) of his work 
in the main one of those, political economy. Unfortunately, the little 
that I can say here about his great treatise on logic and its sixth book, 
'The Logic of the Moral Sciences,'' is bound to be extremely superficial 
and inadequate, owing to the limitations, not only of my time and 
space here, but of my knowledge. Let me strongly advise every deeply 
interested student to examine Mill's Logic, and especially to study its 
Book Six, 'The Logic of the Moral Sciences," for himself. The Logic — 
a large treatise on the whole subject, but mainly emphasizing the theory 
and methods of "inductive" logic — ^may well be rated as perhaps the 
best one of all Mill's intellectual productions or performances — the one 
most deeply, broadly, and thoroughly grounded and prepared, most 
fully matured, most clear and penetrating in its field, and best written. 
In contrast with it his Principles of Political Economy was a hastily 
produced and, in level of intellectual achievement and distinction, 
inferior book; and no wonder, for Mill spent ten years in the production 
of his Logic, but tossed off the Political Economy book in his spare 
time in a single year during which he also worked as a clerk in the 
office of the British East India Company! In its time and for some time 
his Logic was an outstanding classic in its field or discipline and, al- 
though it is now old fashioned of course, it is still worth reading. 

The work's especially full treatment of the theory and methods of 
"inductive" reasoning was of course in line with Mill's basic philosophy 
or theory of knowledge, empiricism, and with that view of the dis- 
tinctive character of all "modem science," as contrasted with ancient- 
classical and mediaeval-scholastic efforts in the sciences, which prevailed 
from Locke's and Newton's (or even from Lord Bacon's) time to and 
through and beyond Mill's time. The following description of that 
contrast was generally or very widely accepted. On the one hand, it was 

® J. S. Mill, A System of Logic (New York: Harper & Brothers, 1869), or any 
one of the many other editions. 
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said, Aristode and the ancient philosophers generally, and the me- 
diaeval Schoolmen, had developed and mainly practiced only deductive 
reasoning, from purely speculative, empirically unsupported, and un- 
tested premises, to conclusions merely spelling out the detailed im- 
plications of those premises and thus not yielding any novel or genuine 
discoveries. On the other hand, the secret of the great, on-going progress 
of or in all modern sciences, from the seventeenth century on, v^as held 
to lie in the discovery and use by their builders of a new method of 
research and reasoning, which began with experimental or observational 
studies of particular facts (sense-data) in the field or subject matter 
of each science. And this new method, it was further held, then went 
on to derive by inductive reasoning from those data the basic empirical 
generalizations which replaced the old, discarded, speculative premises; 
and yielded through further deductive reasonings (now of reduced, 
only secondary importance) from them (the basic empirical generaliza- 
tions), detailed analyses of their implications, i.e., of the knowledge 
that was all essentially contained in the prior observations and induc- 
tions. For all believers in this theory of the supposed method or pro- 
cedure of all modern sciences, it was of crucial importance, of course, 
to develop or work out fully the logic of induction — the logically valid 
ways of deriving the basic empirical generalizations, principles, or 
premises, to be used in each science as the foundation of its structure 
of theory, from the empirical data already arrived at by prior empirical 
research in its field. Yet, though various earlier writers had tried and 
had made contributions, no very full or adequate and satisfactory study 
of the possibilities of inductive logic had been made until Mill's work 
appeared. The Aristotelian deductive logic of the syllogism, although 
long widely regarded as terribly inadequate, antiquated, and of little 
relevance to the fundamental logical problems of the modern sciences, 
had largely continued to hold the field in the systematic study of logic 
merely because no adequate successor or alternative to it had appeared. 
Mills Logic was thus widely and warmly welcomed as at last meeting 
a long-felt but unmet need. But it did not and could not really have 
all the great value or fruitfulness which its author and public had hoped 
for, because its underlying point of view, i.e., that theory of the process 
of scientific discovery and the primary, all-important role of inductive- 
logical reasoning therein, was not entirely valid. 

As I think most philosophers and scientists would now tend to agree, 
there is necessarily in the process of inquiry and discovery of truth — 
a process which cannot be fully defined and prescribed by any uniform, 
exact formula — a more or less equal or evenly balanced interplay among 
all the factors mentioned in the following rough account of this process, 
(i) The investigator's initial fund of already analyzed or clarified or 
formulated, global, general, gestalt experience of his general subject 
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matter, suggests to his mind, in relation to the problem he is working 
on — (2) a line of imaginative or speculative thought through which 
he forms a h3^othesis that he thinks may be or contain the true solution 
of the problem — arriving at this no doubt through ^Induction^’ in a 
sense, from facts known to him, but not a kind or process of induction 
for which any exact, correct, and suifficient logical rules have ever been 
discovered. Then (3) deductive analysis or explication of the full, exact 
implications of that hypothesis, turns it into a developed theory; and 
then only, (4) directed, methodical, empirical research (observational 
and, where possible, experimental work) seeks to ascertain the exact 
relevant facts in order to test and improve the theory — either verify it 
or disverify it or, if (as often) it turns out to be almost but not quite 
able to satisfactorily fit and explain the facts, indicate or suggest the 
needed revisions of it. And finally, (5) the new information that has 
thus been gained improves (i) above and makes it better able to sug- 
gest, in relation to another related problem, a new line of speculation 
leading to a new hypothetical solution of that problem — and the proc- 
ess, sequence, or cycle that I have now described, is repeated. 

Now in such a process, imaginative speculation and deduction or 
analysis are fully as legitimate, necessary, and important as observation 
or empirical research and induction. Moreover, speculation — '‘thinking 
up” hypotheses — seems to he itself the initial and main "inductive” step 
or operation — hut to be, necessarily, rather a free or imaginative than 
a definable or rules-observing logical operation; proceeding from or 
out of prior experience hut not entirely from or on the basis of detailed, 
exact, definite, empirical facts or observations — as these are mostly to 
be attained only at a later stage through directed research aided by 
already previously formulated theories. Speculation and deduction — 
theoretical work in short — does not only follow after but in part pre- 
cedes empirical research and gives indispensable assistance — direction 
or guidance — to it, as well as being tested, corrected, and assisted by it. 
And the role of methodical or systematic and exact empirical research 
is not to provide the initial basis or groundwork for all theorizing, but 
(i) to verify or test already developed theories, and (2) to enrich and 
improve the mass of experience with the aid of which new speculative 
and deductive theorizing can develop. 

In the light of all this, it should be recognized that the ancient and 
mediaeval Aristotelian "method” of inquiry in the sciences was not as 
completely wrong, misguided, or fruitless as the early founders or pio- 
neers, philosophers, and eulogists of "modern science” were prone to 
think; and that the great improvements, which have made the (or 
some) sciences so much more highly and securely successful and pro- 
gressive in modern times, have not consisted of any single, wholly new 
discovery of the correct "scientific method,” or of any general, complete, 
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or definite replacement of reliance on speculation-and-deduction by 
reliance, instead, on observation-and-induction only or primarily. The 
main definite lack in premodem times was the lack of any sufficient 
development of exact techniques, facilities, and tools for conducting 
the amount and kind of empirical research required to verify or test 
and improve theories, and to enlarge and improve the fund of empirical 
knowledge available to theorists to the point of enabling their imagina- 
tions to conceive the most appropriate hypotheses. They (the theorists 
and inquirers of earlier times) were not generally deficient in apprecia- 
tion of the need to acquire and use or build upon experience of facts and 
make their theories conform to or fit and explain the facts; and their 
basic thinking or speculation was probably often as largely ' mductive'' 
(in the same indefinite way) as that of modern scientists. Nor was their 
exclusive stress, as far as theory of strict logic goes, on developing de- 
ductive logic, mistaken; the rigorous-logical part or component of scien- 
tific theoretical work is still as predominantly if not purely deductive as 
it ever was. The modern development of empirical research in intimate, 
reciprocal alliance with theoretical work has been and is supremely 
important, but this has not been to any great extent a matter of develop- 
ing and applying a new inductive logic. 

What is true, however, as regards the logic of science, is that in its 
best form it is mainly not the Aristotelian, formal, verbal deductive 
logic of the syllogism, but the different and superior kind of deductive 
logic uniquely inherent in mathematical reasoning or mathematics. If 
Aristotle made a great mistake and through its influence misguided the 
sciences for many centuries, the mistake was not that of neglecting 
observation and induction or overencouraging speculation and deduc- 
tion, but that of deriving his basic general ideas about all nature from 
biology (biological taxonymy) instead of from mathematics, and pro- 
ceeding mainly by classifying things and their properties instead of by 
measuring changes or variations and trying to grasp or conceive and 
observe the relations among variables and their variations.*^ The basic 
advances from the Aristotelian to the modern sciences were made pos- 
sible, jointly, by the progress of mathematics to the point where it 
could supply the conceptual and logical tools required by the latter, 
and the progress of empirical research, and discoveries or inventions of 
better techniques, instruments, etc., for use in it — and the inspired or 
fortunate, basic discoveries in astronomy and physics made in the six- 
teenth and seventeenth centuries by the geniuses, Copernicus, Kepler, 
Galileo, Huyghens, Newton, et al., who rightly combined, and showed 
their successors how to combine, brilliant hypotheses, mathematical- 
deductive reasonings, and verificatory observations and experiments. 

See A. N. Whitehead, Science and the Modern World (New York: The Mac- 
millan Company, 1925). 

238 



In saying all that about the nature of science I have not meant, how- 
ever, to say or imply that inductive logic is of no importance, or that 
Mill s stress upon it and effort to work out its principles as fully as 
possible in his work on logic was not worthwhile. Although logical in- 
ductive reasoning is not the or a magic key to new scientific discoveries, 
efforts to develop, use, and improve it are important aids both to the 
formation, out of experience via speculation, of well-founded and fruit- 
ful hypotheses, and, above all, to the crucial work of ascertaining what 
the raw data discovered by empirical research mean or indicate as re- 
gards the validity of the theories to be tested- Mill's work on the princi- 
ples of inductive logic had substantial value, though not the great 
value that it seemed to have to minds imbued with that partly mistaken, 
oversimple, and one-sided conception of the nature of all modem science 
that was prevalent in his time. 

This value — of Mill's particular way of treating inductive logic — 
was further reduced by his lack of knowledge, understanding, and 
appreciation of mathematics, including the mathematical theory of 
probability, which underlies most of the inductive part of scientific 
reasoning. Not only is the large and important, deductive part of scien- 
tific logical-theoretical work in the main deductive rather in the mathe- 
matical than in the verbal-syllogistic way; but to a great extent also the 
inductive part — employed mainly in drawing inferences from the find- 
ings of empirical research, in order to test speculative-and-deductive 
theories — is inductive in a way governed more by the mathematics of 
probabilities than by Mill's simple methods of agreement, difference, 
etc. Especially in the more complex and therefore less exact sciences 
and branches of all sciences, where empirical research cannot consist 
at all or mainly or entirely of controlled experiments but must be either 
partly or entirely statistical instead of experimental research — and this 
alone presents all the really difficult problems of inductive logic — the 
analysis of probabilities must be the main guide in solving them. Mill's 
methods of inferring from observed data, which observed events are 
'causes" of which other ones — ^by noting that when a is present, h is 
present, when a is absent, h is absent, when a varies, h also varies, etc. — 
all presuppose the possibility of conducting the observations under 
experimental conditions, i.e., conditions in which all other interfering 
variables are held, or are, constant. Logically correct inductive infer- 
ences are indeed to be reached in all such cases by Mill's methods, but 
these are the easy cases and the normal, intuitive, or common-sense 
methods generally, correctly employed even long before Mill or anyone 
so clearly described them. The great difficulties arise only when experi- 
mental conditions do not exist and cannot be created — when many 
variables are changing and interacting at once, and the investigator is 
obliged to try to discover the relations among them all — and in these 
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cases it is necessary to go beyond Mill’s simple principles and to invoke 
those of the mathematical science of probabilities. Still it is possible 
and wrong to go too far in depreciating Mill’s work on this subject; it 
had and has the substantial though modest value of a thorough, sys- 
tematic, clear analysis and formulation of a set of elementary truths or 
principles of great importance, which able minds generally would grasp 
and apply at least with rough correctness even if they never had been 
made so fully explicit, but which it is well worthwhile to have fully 
clarified. 

Nor was Mill’s Logic as a whole concerned only or entirely with 
induction, though that received the main, special emphasis. The book 
included also many useful and in some degree original or novel, clarify- 
ing discussions of the classical problems of deductive logic, and of vari- 
ous forms and combinations of inductive and deductive reasoning 
required in attacking diverse kinds of scientific problems in the different 
sciences. And in this connection I must now turn our attention wholly 
to the work’s Book Six, on '"The Logic of the Moral Sciences” — ^prob- 
ably, and of course not surprisingly, the most valuable part of the entire 
treatise — which deals with special features of the logical and method- 
ological problems of the '^sciences” making up Mill’s main field of 
interest, knowledge, and fullest competence. In an earlier form his 
views on the logic and methodology of economics, his main 'moral 
science,” had been included and published in his Essays on Some Un- 
settled Questions in Political Economy;^ but these views were re- 
stated, along with a broader survey of all "the moral sciences,” in the 
sixth book of his Logic; and I think the latter as a whole, as well as the 
Essays, should be studied by all students of Mill’s thought, i.e., even 
by those who are interested mainly in his economics. 

By "the moral sciences” Mill of course meant substantially what we 
now call "the social sciences” — all branches of the study of the activi- 
ties, problems, and behavior of human beings and societies, as dis- 
tinguished from the "natural” or physical and biological sciences. The 
continuing, common usage of the older term, "the moral sciences,” per- 
haps carried with it in Mill’s time and for him a slight remainder of 
the old, original meaning of this term — the ages-old conception (still in 
full vigor as we know in the eighteenth century) of these "sciences” of 
or about human life and affairs as, unlike the "natural” sciences, not 

® J. S. Mill, Essays on Some Unsettled Questions in Political Economy (Lon- 
don: 1844). The essay referred to, on methodology in economics, is essay five in 
this collection, On the Definition of Political Economy and the Method of In- 
vestigation Proper to It. When this volume as a whole was first published, in 
1 844, Milhs System of Logic was already out. But the preface (by Mill) says that 
all five essays had been written in 1829 and 1830, and the fifth — on method, etc. 
— ^had had an earlier printing (before the appearance of the five collected essays 
or of the Logic). 
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purely or only positive but also and equally normative in purpose, i.e., 
aiming to discover how men and societies ought to conduct their lives 
and affairs, as well as how they do conduct them. Certainly, Mill, as 
we have seen already in this chapter, was interested fully as much in 
ethics and the ethical-normative side of social and political thought 
and Cor including} political economy as he was in the positive-scientific 
aspects of psychology and the social sciences of economics, politics, etc. 
Yet, like most present-day exponents of the ^^sociaF’ sciences, and unlike 
most pre-nineteenth-century exponents of the ' morak' sciences, he 
tended strongly to think of the subject matter of these studies as just 
the actual courses, causes, and results of actual human behavior and 
social processes; and to assume that the normative conclusions they 
would lead to would emerge as corollaries of their positive-scientific 
knowledge of that subject matter — ^just as the practical working rules 
of the arts or techniques directly based on the ' naturak’ sciences are 
corollaries of the scientific laws discovered in the latter. The progress 
of knowledge (understanding) of the social processes and results arising 
from diverse ways of acting on the parts of societies and their members, 
leads by itself (according to this view) to all needed growth of practical, 
moral, and political wisdom, by ''enlightening' societies of men to 
the point of leading them to choose, consistently, the ways of acting 
understood to be those logically required to lead to the "best" results, 
i.e., attainment of the ends most valued and desired by 

Unfortunately, this too simple view of this matter involves the un- 
true presupposition that in general all or most men agree and are right 
or wise "by nature" in their ultimate or basic value-judgments and 
desires, or that this would be so if they all knew and understood all 
the conditions, costs, and consequences of attaining different ends in 
different ways; that devotions by many men to ends or purposes which 
many other men regard as evil are always due only to ignorance and 
mistaken opinions about matters within the realm of potential positive- 
scientific knowledge, of facts and logic and actual patterns of connected 
causes and effects. There is no sufficient ground or evidence for this 
faith that agreement on the true answers to all positive-social-scientific 
questions, if this were achieved, would be enough to bring all men to 
any sufficient or tolerable agreement in their ultimate aims, desires, or 
values. Diversities and conflicts of ideals — conceptions of and convic- 
tions about the morally imperative goals of life and civilization — appear 
to have partly independent roots and persistent lives of their own, and 
not to diminish notably with the growth and spread of the kind of 
knowledge and understanding sought in the social sciences as positive 
sciences. Rather they seem to cause or motivate diverse developments 
and conflicting uses of the latter in their "applied" aspects, as increas- 
ingly potent techniques employed to serve the warring aims of the 

241 



groups of adherents of diverse and warring ''ideologies/^ Rational 
inquiry and discussion as to what the controlling aims of human lives, 
societies, and civilization ought to be, is inquiry of another kind, which 
needs to be pursued in the proper kind of interaction with, but not to 
be allowed to control or be entirely controlled by, the positive sciences 
of human life and affairs. 

The proper combination of these things would be the properly con- 
stituted, dual or bifocal "moral sciences'' — including in themselves the 
social sciences and also an associated but distinguished, and separately 
and equally cultivated, and not simply dependent or derivative, norma- 
tive, moral-social philosophy. The old "moral sciences" in times (cen- 
turies) now far past were, I think, tending to develop in that way or 
proper form; but by Mill's time, although the term "moral sciences" was 
still in use, the prevailing conception already was becoming that of 
only positive social sciences, with relatively minor and entirely depend- 
ent or derivative, normative appendages, or sets of corollaries. And 
Mill's utilitarian heritage of course made that conception natural for 
him; since it was the essence of the utilitarian outlook that all norma- 
tive precepts to guide both private and public action were to be derived 
from knowledge of the results to which all actions would lead, for or 
in satisfactions of men's actual desires. Thus there is not in Mill's book 
or chapters on "The Logic of the Moral Sciences" any discussion of the 
special, logical or/and methodological problems of inquiries venturing 
beyond the study of "what is" or also including efforts, of a different 
and partly independent kind, to seek true answers to questions of or 
about "what ought to be." But the discussions to be found here, of 
logical and methodological problems of the purely positive social sci- 
ences, are of much interest and value as far as they go. 

Serious limitations, however, are imposed on those discussions by 
the limitations, already discussed here, of Mill's basic views about all 
sciences and the nature and methods of all induction. He could not 
bring to his study of the logic of the sciences of human behavior and 
social processes an adequate vision of the proper character, develop- 
ment, and role, in them, of empirical research and inductive studies 
to verify or test and improve the provisional conclusions of speculative- 
and-deductive theoretical work. For as we have seen, his theory of in- 
duction embraced only the kind of induction that is usable in the 
simple, strictly experimental sciences, and he had no grasp of the way 
of analyzing probabilities and statistics which must play the main role 
in empirical and inductive research in the social sciences. Here we have, 
I think, the explanation of the striking paradox that appears generally 
in the works of Mill and all the early or classical philosophers of em- 
piricism, whose work apart from that in general philosophy was always 
in the social or "moral" sciences. Whereas in theory they advocated, 
242 



for all sciences, primary reliance on empirical obsen^ations and induc- 
tive reasoning, in practice they all relied mainly, in their own work in 
the ^ morah^ sciences, on deductive analysis or spelling out of the im- 
plications of their 'common-sense'' assumptions, w^hich were not too 
well grounded or tested empirically. And Mill's treatment of the logic 
of these sciences is, in fact, largely a defense of this procedure — on the 
following lines. Like his forerunners in developing the philosophy of 
empiricism, he recognized as authentic, basic, experiential data, besides 
the observations or perceptions of physical facts directly involving the 
use or activity of the external or bodily senses, also the data of "con- 
sciousness" — introspective awareness of psychological facts, through 
what Locke had called "the internal sense." Hence Mill believed that 
in the social ("moral") sciences, the main and crucial primary premises 
for theoretical work in them — initial propositions about human motives 
and the human mental and resulting behavioral processes which impel 
and direct all social processes — could easily be discovered and established 
at the outset, through introspection and communication, as generaliza- 
tions from or of, and directly supported by, this part of everyone's "ex- 
perience" — ^his direct "consciousness" of his own motives, mental states, 
and processes. Deductive development of the implications of these 
primary, general truths of experience would then yield scientific theo- 
ries about the processes in or functionings of societies, arising from the 
desires, thought processes, and behavior of their members. These would 
not need further empirical verification, since their empirical validity 
could be guaranteed by that of their initial premises together with the 
logical validity of the deductive reasoning from those to the conclusions, 
or "laws" of the social processes, arrived at. 

Now of course that argument only rationalizes the general practice 
of Mill and his forerunners of relying, without empirical research, on 
deductive theorizing from or upon "common-sense" assumptions; and 
of course it is vulnerable to a number of serious criticisms. Men's "con- 
sciousness" of their motives and other mental states leading to their 
actions is actually not a very penetrating or reliable source of the psycho- 
logical knowledge needed as a part of the foundation of the social sci- 
ences. Assumptions or premises having only this source or basis cannot 
be regarded as established, scientific, empirical generalizations, capable 
of leading through deductive theories to conclusions in the social sci- 
ences, so reliable as not to need further, independent, scientific, em- 
pirical verification. Rather, all such assumptions or premises should be 
regarded as provisional, speculative hypotheses — admissible along with 
or among others suggested, e.g., by psychologists' theories about men's 
"subconscious, real" motives — and used in developing rival, tentative 
structures of theory to be tested, eventually, by such developments of 
social-scientific, empirical research as Mill in his time could not en- 
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visage. Moreover, all theoretical work in the social sciences of course 
requires not only psychological assumptions of one kind or another, 
but also and equally — as Mill well knew — other assumptions about the 
objective circumstances or situations in and with reference to which 
the members of societies decide upon their courses of action. Legitimate, 
generalizing, and simplifying assumptions, made in such theoretical 
work, about those situations and their effects upon those courses of 
action, of course, entail needs for subsequent, appropriate, empirical 
research to determine the degrees of empirical validity of the theories 
thus arrived at, and to suggest revisions of the assumptions in question, 
and thus of the theories, toward greater empirical realism. 

But Mill was by no means so foolish or completely unaware of these 
points as I may be seeming to imply. He could not foresee the more 
modern developments of empirical research in the social sciences, and 
did not fully appreciate the need for them; and he greatly exaggerated 
the sufficiency and security of the kind of informal experiential basis 
upon which theoretical work in them in his time had to proceed. That 
work was not empirically so well grounded as he supposed, but was 
much more speculative or hypothetical in its basis than he knew, and 
was, as well, mainly deductive in its logical method. But he was right 
in defending its use of that method; and its value or importance; its 
on-going, subsequent development has played a necessary part in lead- 
ing to the more modern developments of empirical research in these 
sciences, which lay beyond Mill's horizons. And finally, although he 
did not grasp the required nature of advanced scientific empirical re- 
search in the social sciences, he did fully feel or sense, and in practice, 
i.e., in his work in economics act in line with his sense of, the need to 
supplement and correct that kind of abstract, deductive, theoretical 
work, very extensively, with observational and descriptive studies de- 
signed to get much more of the rich content of experience and empirical 
reality into his account of them, than got into the assumptions of his 
logical, theoretical system. 

A few words must still be said about his ideas on the proper division 
of labor among the different social sciences, the place of economics or 
political economy among them, and its relations with the others. He 
admired, and was influenced in some ways by important features of, 
August Comte's intellectual system. But of course, and rightly, he re- 
jected Comte's contention that political economy as a special or partial 
analysis of human societies and their functionings, attempting to isolate 
and deal only with the economic subject matter in them, could not be a 
genuine empirical, as well as logical, science; that the true and only 
true social science in that sense would have to be his (Comte's) unitary, 
all-embracing sociology. But it may well be that his study of Comte's 
critique of political economy helped to make Mill more fully aware 
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than his forerunners in developing classical economics had been of the 
fact that the latter was only a partial analysis of empirical social realities, 
and needed to be supplemented or complemented by other social sci- 
ences, analyzing other elements or aspects of those realities. At all 
events, he did realize that fact very fully, and this realization accounts, 
as we shall see shortly, for the character and professed aim of his Prin- 
ciples of Political Economy, His aim was to combine with or add to 
his exposition of Ricardian-classical economic theory a much broader 
survey of other features, which that theory neglected, of the nation 
and its people, institutions, customs, etc., in order to build his version 
of 'political economy*' as distinguished from pure "economics," i.e., his 
practical program of economic policy, on a broad foundation. 

He was not so fortunate, perhaps, in his chosen definition of the 
special field of "economics," in the narrow sense, as the science of the 
consequences of only one of the "forces" (human motives) at work 
throughout real societies, i.e., "the desire for wealth." It is hardly a 
tenable notion that there is in men or in human behavior any single 
"economic motive" which is not derivative from or dependent on a 
very wide range of other underlying motives, including all or most 
human motives of whatever kinds. But what Mill meant is perhaps 
clear and tenable enough: that economic theory is about those "tenden- 
cies," in the working or functioning of economic societies or social 
economies, which result from the "tendencies" of men, in the conduct 
of their economic affairs and activities, to act "logically" or as they 
need to act in their situations in order to maximize the ratios of their 
resulting acquisitions of wealth or economic goods to the costs they 
incur in their efforts to obtain them. The point is, he fully realized 
that almost no human actions or social events are in fact determined 
solely or entirely in that way; economic theory, as thus conceived, yields 
only a partial explanation and account of what actually goes on, even 
in the business world, and needs to be supplemented and in a sense 
corrected or modified by other analyses of the noneconomic kinds of 
considerations also affecting men s decisions and actions and the result- 
ing developments, if complete and completely true accounts and ex- 
planations of the latter are to be attained. 

Mill does not give us, however, any scheme or map of all the social 
or "moral" sciences and their respective fields or tasks and interrelations, 
or tell us how he conceived, in themselves or as related to those of 
economics, the provinces and problems of political science and/ or other 
recognized disciplines in this group. But he did express an idea which 
is of some interest and throws light on his way of thinking, although 
it is hardly "workable," and neither he nor anyone else has tried to 
carry it out. He talks about a desirable new social science which should 
be developed as one important supplement or complement to econom- 
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ics: ^^Ethology,” a science or comparative study of the ^'national char- 
acters^' of different nations, which develop on various lines, and diversely 
modify the detailed-concrete developments and functionings of their 
economic, social, and political systems, so that no one universal, ab- 
stract theoretical account or model of, e.g., economic life can fit all or 
any of them entirely and exactly. In summary, then, on Mill’s logic, 
methodology, and philosophy of economics and the social or ^ moral” 
sciences as a group, it is clear that he took his empiricism seriously, 
tried hard to be faithful to it, and groped his way fairly far along in 
the direction of the kind or kinds of research it called for. Though he 
properly and highly valued precise and rigorous logical, deductive 
theory, or theoretical work, to fully spell out the exact implications of 
particular visions of certain aspects of human affairs, or groups or ranges 
of social-science problems; he also clearly saw the limitations and in- 
sufficiency of this kind of work, by itself, and the need to progressively 
acquire and utilize more and more of the rich material of all relevant 
experience and empirical knowledge, to improve and combine the 
basic visions, spelled out into theoretic structures, into an adequate and 
accurate vision of the real, empirical, human-social world. His imperfect 
theory of scientific method and inductive logic — imperfect understand- 
ing of the necessary roles and reciprocal interplay of speculation and 
deduction (theoretical work) and observation and induction (empirical 
research) — did not enable him to achieve the best kind of development 
of the latter, and effective union or integration with each other of the 
two kinds or parts of scientific work. But in spite of this handicap, he 
did rather well; and I must now at last turn to my comments on his 
work and views in economics and political economy. 
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CHAPTER 


John Stuart Mill: Economics 
and Political Economy 


THE AIM, ACHIEVEMENT, QUALITY, AND 
ORGANIZATION OF MILl's Prificifles 

It would not be quite true to say that Mill, who divided his intellec- 
tual labor among so many fields, was even mainly a political economist. 
He probably gave larger parts of his time, energy, and thought to his 
work in other fields — ^philosophy, logic, ethics, politics, and social- 
reform endeavors of many kinds — than to economic studies; and perhaps 
did more and better, original or creative work in some of those other 
fields than in economics. That he has come to be generally or widely 
thought of mainly as a political economist is a fact to be explained by 
the proportions, not of Milks interests, but of those of the world in 
and since his time in political economy and in the other subjects that 
concerned him. Mills achievement in or contribution to political econ- 
omy was substantial though modest; and its large influence on the 
subsequent development of the study and teaching of that subject in 
the English-speaking world was not undeserved. What he aimed to do 
and did in this field was not primarily to advance the ''science'^ far 
beyond the stage of development to which others before him had 
brought it, by making many new, important, original contributions to 
its body of established principles or theory. Rather, his main ambition 
and achievement in this field was merely to explain with a new fullness 
and clarity, to his wide public, all that was known and thought in his 
time about the whole subject by the best experts on it (including him- 
self), and put around their common, limited body or structure of ab- 
stract economic theory (to which he did make a number of significant 
new contributions) a wide, rich context of more concrete descriptive 
information about the English economy and society of his time, and 
informed and thoughtful discussions of many institutions and social 
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problems to which little or no attention had been paid by the Ricardian 
group of theoretical, ' pure^* economists. 

In avowing and explaining that last-mentioned aim, in his preface 
to his Princi'pleSj^ Mill spoke of the diverse merits, which he wanted 
to combine, of the works of his great forerunners, Adam Smith and 
Ricardo. Adam Smith, he pointed out, had made the Wealth of Nations 
a very broad and rich, but conceptually and logically rather loose, vague, 
imprecise, and nonrigorous survey and discussion of most or very many 
parts and facets of all that went on in the life of the nation and sub- 
stantially affected the wealth and economic welfare of its people. Then 
Ricardo and others had improved the logic, or precision and rigor, of 
the scheme or structure of economic theory which they found in the 
Wealth of Nations as its central core. But in their concentration on im- 
proving that, they had greatly narrowed their field of attention and left 
out of consideration many of the human traits and circumstances, in- 
stitutions, and social problems which Mill agreed with Smith in regard- 
ing as in need of full consideration, as parts of the real, complete, 
human-social setting within which the economic process as such went 
on. Thus the declared purpose of Mill’s Principles was to combine a 
full, clear exposition of the improved Ricardian structure of theory 
with a new broad survey and discussion of the (national) social scene 
or setting, similar to the one that Smith had offered, but brought up to 
date. And as a whole Milks book admirably accomplished this purpose, 
although one general criticism must be made: the two separate com- 
ponents of the book — the structure of Ricardian abstract theory, or 
theoretic ^principles ’ and the descriptive matter and discussions of 
institutions, etc. — stand side by side without substantially affecting 
each other. There is no sufl&cient integration of the whole, or use of 
the included body of theory to illuminate and analyze the mass of more 
^empirical” material, and/or of the latter to improve the former. 

The merits, however, of Mills Principles of Political Economy, in 
my opinion, overshadow that defect and all of this work’s limitations; 
and it is even today a book to be read with profit at least by intelligent 
'laymen” in its field, if not by professional economists. Only a few 
features of its treatment of some of its main topics can be noticed here; 
let me first briefly outline the organization of the book, and then return 
to the parts to be described and discussed a bit more fully. The first 
"book” or part is about the "production” of a nation’s wealth; the de- 
pendence of the national economy’s output on the supplies and qualities 
of its land and basic natural resources, the numbers and qualities, skill, 

^J. S. Mill, Principles of Political Economy, with Some of Their Applications 
to Social Philosophy, Available in many different editions; a particularly good one 
is that edited by W. J. Ashley (London and New York: Longmans, Green & 
Co., Inc., 1909). 
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etc., of its productive vi^orkers of different kinds, and the formation and 
role of its supply of capital; and the Ricardian ^laws^' about growth 
over time of the population and labor force, the supply of capital, and 
the total output (which cannot grow as fast as do the supplies of labor 
and capital employed on the fixed supply of land, which yields ''dimin- 
ishing returns'’ from increasingly full or intensive use of it). Mill’s 
second book then is about the "distribution” of the national output 
or real income, i.e., its division into the class-incomes, the wages going 
to the laborers, the profits of the capitalists, and the rent-share of the 
landowners; and how this is or may be affected by features of the par- 
ticular nation’s legal and customary institutions, property arrangements, 
etc., — on this I will comment below. In Book Three, the first six chap- 
ters are about the "exchanging” of the economy’s different products in 
its markets, and the process of determination of their relative values 
and prices by competition, supply and demand, and costs of production. 
The remainder of this "book” and the next "books” are on the special 
subjects of money and banking, international trade, and public finance; 
and important though they are, I shall have to omit any comments on 
them. The final "book” is on general (normative) principles which 
should guide the state in all matters of economic policy, i.e., the grounds 
and limits of the laissez-faire maxim and of proper departures from it. 
Before saying more about this I must first say something about a few 
main features and portions of the first three "books.” 

THE FIRST 'book,'' ON PRODUCTION 

The first book’s opening chapters, about the importance for an econ- 
omy’s producing power of the quantities and qualities of its land, natu- 
ral resources, and (in its population) supplies of labor of different 
kinds, make only obvious points and need not detain us. But the im- 
mediately following chapters on "capital” present a full, painstaking 
exposition of the important and somewhat obscure or difficult "classical” 
theory of the formation and role of this vital, third, humanly created 
"factor of production”; and the core of this may be summarized as 
follows. Like Ricardo before him. Mill thought of the economy’s volume 
of real (in contrast with money) capital as having two parts or being 
continually created and re-created in two stages, one leading to the 
other. In (i) its primary or initial form, the new real capital is the real 
wages-fund, i.e., that part of the just currently emerging output of 
finished consumers’ goods which the economy’s capitalists or saver- 
investors could hut do not themselves consume, but enable the produc- 
tive workers (their employees) to consume instead, as the real wages 
or wage-goods bought with the money-wages which are paid to the 
workers with or from the money saved and invested by the capitalists 

249 



out of their previously received profits. Then (2) in its second, result- 
ing, and more enduring form this new real capital is the output of new 
producers goods produced by the workers for their employers in return 
for their wages and consumption. In other words, the formation of all 
new real capital involves these steps: (i) saving (nonconsuming) by 
the capitalists of a part of their profit share of the national income; 

(2) investment of that saved income in wage payments to productive 
workers, who thus receive it as their wage income and consume it; and 

(3) production by the workers, in return for their wages, of the new 
capital goods which replace the consumed real wages or embody, in its 
final form, the capital obtained by the capitalists for or with their in- 
vested savings. Saving-and-investing leads hy way of the employment 
and pa3nnent of the workers, and their 'productive'' consumption and 
work in exchange for and sustained by that, to the formation of the 
economy's equipment (of productive plant, machinery, tools, and ma- 
terials or goods in process) for on-going production. 

Mill's detailed exposition of that theory, in chapters four and five of 
Book One of his Princt'ples, completes his initial discussion of the econ- 
omy’s three basic "factors of production"; and the rest of this book then 
spells out the Ricardian "laws of the increase," or growth over time in 
the economy, of its population and supply of capital, and the diminish- 
ing rate of growth of the total output it can produce with its growing 
supplies of labor and capital on or from its fixed supply of land and 
natural resources. As we know, this vision of economic growth as a 
process increasingly impeded by land scarcity and "diminishing returns" 
led to the expectation that all such growth would eventually end in the 
arrival of a "stationary state," as the reduced ratio of the total output 
to the number of claims upon it would lower real wages per worker to 
the point of stopping growth of population, and lower the profit rate 
almost to zero or to the point of stopping growth of the supply of capi- 
tal. Now Mill retained this expectation hut regarded the prospect as a 
rather pleasant instead of a gloomy one. This he could do partly because 
his judgments of facts and possibilities led him to revise, in a more 
hopeful direction, important details of the theory as to how and at what 
point "the stationary state" would arrive and what the actual conditions 
in it for the people would or might be. But another part of the reason 
was that his personal, basic value-judgments caused him to regard as 
of main importance for the true welfare of mankind, not endless growth 
of material wealth, but rather the improvements of cultural and spiritual 
life which might well come into their own or be generally, fully sought 
and won only after the rush and scramble of material progress had done 
its work and come to its end. As we shall see, Mill had hopes that the 
laboring population would yet learn to so regulate its birth rate that 
its growth would end, not with a "bare-subsistence" level, but with a 
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good or adequate level of real wages prevailing. As such good wages, in 
an advanced stage of economic growth, would absorb nearly all the 
value of total output and leave very little as profits for the capitalists, 
the growth of capital too and thus all economic growth 'would stop at 
that point. The stationary state’’ would then be a state not of prevailing 
poverty, but of ^enough” for all and no more, and contentment with 
that; there could be a salutary, general turning of men’s minds or main 
interests away from the mad and harsh race and struggle for more and 
more material wealth, to more important matters. As we look back now 
it seems apparent that in any form the ^classical” vision of the sup- 
posedly approaching ''stationary state” was a mistaken, wholly unrealis- 
tic dream. The progress of natural science and industrial and agricultural 
technology, infinitely beyond all that was then imagined or thought 
possible, has kept economic growth going on and on, and made us in- 
creasingly inclined to think of it as probably perpetual. But if it can 
be made truly world-wide, and carried far enough in the now still "un- 
derdeveloped” countries to become — ^with the aid of sufficient checks 
on their excessive population growths — adequate for the material wel- 
fare of all mankind, then possibly the time may still come when a "sta- 
tionary state” of the world economy, of the happy kind envisaged by 
Mill, may come to be generally desired, be attained, and prove its merits. 
At all events I think it is to Mill’s credit that the supposed prospect 
envisaged by his forerunners with dread was by him envisaged with 
hope. 

THE SECOND ' BOOK,'' ON DISTRIBUTION 

As we move on through Mill’s Prindfles, the first book on the ^pro- 
duction” of the nation’s wealth is followed by the second book on the 
"distribution” of the national output or real income, i.e., its division 
into the class-incomes — the total of real wages for the laboring popula- 
tion, the profits of the capitalists, and the rent share of the land owners. 
The fact that Mill’s treatment of this subject immediately follows his 
treatment of "production,” and precedes his treatment of the pricing 
of the economy’s diverse products in the markets for them, significantly 
reflects the difference of the "classical” from the more modern view of 
the logical interrelations of these different subjects or parts of the sub- 
ject matter of economic theory as a whole. In the modem view, the 
"distribution” of the proceeds from production in payments for labor, 
use of capital, etc., is governed by the market system’s interrelated 
pricings of the different products produced and of the productive serv- 
ices rendered to or in production of them by the workers, pieces of land, 
equipment, etc., employed in producing them. Hence the modern 
theory of income-distribution or wages, profits, etc., is logically the 

251 



sequel or concluding part, instead of the independent forerunner, of 
the (modem) theory of 'Value'" or the work of the market mechanisms 
in determining the prices of all products and productive services. But 
the "classicar’ view was that the distribution or division of the national 
income, as it is produced, into the class-incomes, is determined first, 
within the process of production as such, and determines the costs of 
production of the different products, which in turn determine their 
(long-run, "natural," competitive) values and prices; hence the ar- 
rangement of Mills treatise was logical, on his assumptions. 

The most important feature, however, of Mill's second book, on 
income -distr ibution, was the very large place in it that he gave tondis- 
cussion of the man-made and reformable social institutions — legal 
property rights and social customs — ^which affect the actual distribution 
of incomes and wealth among all the people, and the smaller place that 
he gave to exposition of the abstract "laws" of classical economic theory, 
as to how the economic process would "determine" the levels of wages, 
profits, and land-rents under given or assumed institutions and con- 
ditions. Mill apparently felt that the English capitalism or economic 
system of his time was giving on the whole a satisfactory performance 
as a system for producing wealth, but a morally unsatisfactory per- 
formance in the matter of distributing the large and growing output 
of the country among its people — giving too much of that output to 
the already wealthy, propertied minority and too little to the still too 
poor and hard-working majority. And he wanted above all to counteract 
or remove the impression, which earlier expositions of "classical" eco- 
nomic theory had made on the public mind, to the effect that the cur- 
rent inequitable distribution of the national income must be 
fatalistically accepted as the unalterable result of "natural" economic 
laws. Thus he was led to begin Book Two with an introductory chapter 
expressing his humane attitude and essentially correct insight on that 
matter, unfortunately in the form of a confused, untenable dichotomy 
or contrast between the economic "laws" of the "production" of wealth 
and those of its "distribution," to which he assigned entirely different 
characters or meanings. 

Economic procluctior^ he asserted, actually is controlled or governed 
by "riatural^ physicaTconditions and laws (of the connections between 
physical causes and their physical effects), which human choices or 
desires and efforts, social arrangements, etc., cannot alter; i.e., with 
given natural resources, physical production techniques, items of equip- 
ment, and applications of human and other energies, a country can 
only produce, or choose among, just the same combinations and amounts 
of different goods or products, no matter what kind of social, legal, and 
economic system it may choose to set up and/or retain and operate. But 
on the other hand, Mill flatly asserted, the shares of the output that 
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sliall be distributed to the people severally is a matter for entirely free, 
collective, human choice or decision; i.e., a society can distribute its 
economic output among its members in whatever way it, or the con- 
trolling group or power in it, deems desirable, by choosing to create, 
maintain, and operate the appropriate system of institutions, designed 
to bring about or ensure the desired distribution of the collective output. 
In other words, according to Mill, economic theory^s ^laws of produc- 
tion'' really are universal, 'natural," physical laws, having the same 
applicability and validity in all societies alike, regardless of their differ- 
ent institutional or social systems; whereas, in complete contrast, eco- 
nomic theory's "laws of distribution" presuppose and are entirely 
contingent upon one particular institutional system, i.e., they describe 
only the special way in which a society's output or income gets dis- 
tributed among its members if its system of property rights and institu- 
tions generally is that of free, competitive capitalism or the system of 
free, private enterprises and competitive markets. 

Now, of course, the glaring fault of that view or account of these 
matters is that its two parts — about production and about distribution 
of an economy's output — are one-sided or only half true, in opposite 
ways. In reality, both the actual course and outcome of production, i.e., 
the size and composition of the economy's output, and the actual dis- 
tribution of it that occurs, are affected both by humanly chosen and 
changeable institutions and practices and by the relevant physical facts 
or conditions and laws of the relations among changes of the relevant 
variables, which determine what the results of each possible constella- 
tion of human, public and private decisions and actions will be. Mill's 
abstract, physical "laws of production" — e.g., the classical "law of di- 
minishing returns" — say only that if men (workers and directors) en- 
gaged in producing material goods, with given physical means and 
under given physical conditions, decide to act thus and so, then such- 
and-such results will follow. For example, if, with continuing use of 
unchanging techniques of production on land, men continue to apply 
increasing amounts of labor and capital to the fixed available amount 
of land, they will find that the later increments they can thus add to 
the output of produce will diminish relative to the increments they 
must add to the inputs of labor and capital in order to obtain them. 
Such general "laws of production" are indeed independent of the varia- 
tions of institutional or social systems, but the detailed behaviors in 
production, and the degrees of productivity of the human societies 
concerned, and the volumes and compositions of their total outputs 
are not. The production of wealth, as well as and no less than its dis- 
tribution, can be influenced by all the choices made by or in societies, 
of the lines on which they and their members will develop all their 
institutions, policies, and courses of action. 
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Moreover, on the other hand, the ^daws of distribution^^ sought by 
economic analysis are just like its ^laws of production''; they are ^laws" 
about the results to be expected from particular types of human behavior 
in particular types of objective circumstances; and they can help us 
to know how a society's institutions will affect the distribution of its 
output among its members, just as the ^laws of production" can help 
us to know how the same institutions will affect the output itself. Mill 
was right in stressing the dependence of distribution on humanly al- 
terable institutions, but wrong in contrasting distribution with pro- 
duction in this respect, and in failing to perceive that any institutional 
reforms designed to ameliorate distribution would have effects on 
production also and would need to be considered from both points of 
view. As we shall see later on, Karl Marx's contempt for Mill was 
provoked in part by what Marx — ^perhaps inferring it from this chapter 
of Mill's — took to be Mill's belief that the distribution of income and 
wealth could be radically altered in favor of the working class, without 
altering the entire structure of ''capitalism," including its way of organ- 
izing and controlling production. But we need not agree with the views 
of Marx — either as to the inevitability of continuing and even deep- 
ening, dire poverty for the working class so long as "capitalism" should 
endure at all, or as to the certainty of both far greater production and 
egalitarian distribution under the "socialism" envisioned by Marx as 
the ultimate destiny of mankind — in order to agree that Mill was mis- 
taken in speaking, in this chapter, as though we could and must think 
of production as entirely controlled by "natural laws," but of distribu- 
tion as completely changeable by or through institutional reforms, 
which would somehow not affect production. Mill, however, was not 
elsewhere as blind, stupid, foolish, or confused as this chapter seems; 
we may forgive its confused generalities which misstate what he wanted 
to say, and go on to consider his actual treatment, in the body of Book 
Two of his Frincifles, of income-distribution in the economy of his 
country and time, and the institutions and economic "laws" which he 
in fact saw as together controlling it. 

Yet we must first notice what immediately follows that introductory 
chapter, i.e., his still preliminary, general, friendly discussion of "social- 
ism" in the pre- and non-Marxian forms known to him — of the schools 
of St. Simon and Fourier — and his discussion of the variety of forms, 
possibilities, and abuses of private property as a basic institution in non- 
socialist systems. It is of interest that in the successive editions of his 
Princifles Mill lengthened and increasingly stressed the favorable parts 
of his comments on "socialism." No doubt, he did so because his views 
were developing further in that direction, but perhaps also in part 
because he had disliked the misdirected praise of the first edition by a 
conservative reviewer. This reviewer took the work as a whole to be a 
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sound, orthodox demonstration of the merits of the existing English 
economy and social order, and of laissez faire, and the chapters on ^so- 
cialism to be intended simply to condemn and refute it. In an angry 
reply and objection to that review, in the journal that had published 
it, Mill avowed his opposition to the views or attitudes the reviewer 
had imputed to him and affirmed the rights of socialists and all others 
freely to express and agitate for their opinions and proposals, and the 
duty of all to pay open-minded and fair-minded attention to them. In 
revising the subsequent editions of his Princifles Mill made it plain 
that he did not regard the economic system and social order of his coun- 
try in his time as by any means ideal, or regard the socialist ideal as one 
to be either fought as evil or dismissed as foolish. 

He did, however, regard the socialist vision of pure cooperation for 
the common good and no competition for private gain as realizable, if 
at all, only in a far-distant future. Its attainment, he felt, required far 
higher prevailing levels of popular or public intelligence, wisdom, and 
virtue than the slow progress of civilization had yet brought about or 
could bring about for a long time to come. And he looked for all earlier 
or less-distant improvements of the lot and lives of the main mass of 
the people to come, not through the radical or total reorganization of 
economic life and all life envisioned by the socialists, but through a 
great number of small reforms of the concrete details or detailed fea- 
tures of the system of private properties and contracts, and private enter- 
prises competing for gains through service to the public in free markets. 
As he pointed out, the institution of private property is no simple or 
fixed thing, but a mass or maze of variable legal rights and customary 
practices, which can undergo countless and in time and sum far-reach- 
ing changes, for better or for worse, depending on whether the evolution 
of the mass of law and custom is controlled by a progressive enlighten- 
ment of public opinion and prevailing attitudes, or by an unresisted 
growth and multiplication of abuses, contrived by narrowly selfish men 
and groups, and put over on an apathetic public. Much could be accom- 
plished, without waiting for the ideal new order conceived by the so- 
cialists to become workable, to realize, through suitable reforms, the 
best possibilities — ^best possible development or set of modifications — 
of the existing order. 

Most of the large part of Book Two, which follows that discussion of 
socialism and private property, is about the (in Milks time) important 
agricultural or agrarian parts of the English and other European econo- 
mies: specific forms of property in land and land tenure, and other 
related institutions which were important therein; and the effects of 
the different, detailed varieties of all those institutions — legal and cus- 
tomary rights and duties and relations of landlords, tenant fanners, small 
owner-farmers, and agricultural laborers^ — upon the efficiency and out- 
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put of agriculture and the distribution of the proceeds from it to or 
among all those participants. That most of Mill's detailed description 
and discussion of the institutional framework around and affecting 
economic activities and relations, and largely controlling the distribution 
of income and wealth, is concerned with institutions important mainly 
in the agricultural, rather than with those important mainly in the 
industrial, part of the economy is probably to be explained in several 
ways. It was in the agricultural or agrarian sphere that old, not fully 
modernized or reformed institutions and customs, retaining traces of 
the heritage from feudalism and not fully in accord with Mill's liberal 
and progressive ideals, were mainly to be found; and he was always 
primarily interested in the study of things that he felt to be in need of 
criticism and reform. But also, the institutional setting of the industrial 
and commercial or nonagricultural part of the economy was probably 
so much more familiar to Mill and his forerunners (the classical politi- 
cal economists and liberals generally), and to most of his readers, that 
they tended to take it for granted, and feel little need to study and dis- 
cuss it; and above all, as it more fully or more nearly conformed to 
economic-liberal ideals and thus to the institutional assumptions or 
presuppositions of Mill's abstract, Ricardian-classical economic theory, 
he doubtless felt that the latter alone was substantially adequate to 
explain the distribution of the income derived from industry and com- 
merce, whereas that derived from agriculture was distributed less in 
accordance with the expectations of such theory and in a way more 
influenced by peculiar institutions which therefore especially needed 
separate consideration. Mill was almost asserting the decisive importance 
of that last point for him, in asserting generally and repeatedly all 
through Book Two this basic proposition about income-distribution: 
that it is determined, in all parts of the economy, in various proportions, 
partly by the influence of 'competition" and partly by that of "custom," 
and that the role of the former is less and that of the latter is more pro- 
nounced in the agrarian as compared with the industrial and commercial 
worlds. For example, the land-rents actually paid by tenant farmers and 
received by landlords are seldom the full theoretical economic rents to 
which complete or perfect competition in the land-use market would 
lead, but are generally, largely controlled by "custom" and kept by it 
at lower levels. It could be of interest here to say more about Mill's 
lengthy discussion of the agrarian world's institutions and resulting 
income-distribution, but my space limitations will not allow me to do 
so, I turn now, instead, to the other, not "institutional," but "theoreti- 
cal" part of or chapters in Book Two — Mill's exposition, applications, 
and discussion of his Ricardian-classical, abstract "laws" or principles 
about the shares of all income or the value of all output which com- 
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petition, supply and demand, etc., tend to cause to go respectively into 
wages, profits, and land-rents. 

Mill s basic theory of wages was Ricardo^s — that the average real 
wage per worker is determined jointly by (i) the size (in 'ledl' terms) 
of the wages'fund, i.e., that part of the economy's volume of existing 
capital or accumulated savings which is available for investment in 
paying wages, and (2) the size of, or number of w^orkers in, the working 
population or labor force. The wages-fund, as we know, was conceived 
to be or govern the demand for labor; and the population of people need- 
ing employment for wages in order to live was the supply of labor. 
Hence the theory was that the level of wage rates in the labor market 
was always being so adjusted, under the pressures of demand and of the 
competition of the workers for the available jobs, as to just enable the 
existing wage-capital to hire and pay all the workers. If any workers 
remained unemployed, the lack of employment for them would indicate 
that the current rate of wages was too high or made the available 
amount of wage-capital insufficient to employ and pay all the workers 
at that rate; and the competition of the unemployed for jobs would 
lower the market rate of wages for all labor to the point of equalizing 
demand and supply, or the size of the wages-fund and that of ffie labor 
force times the average wage rate or wage per worker. Growth of the 
amount of capital endeavoring to hire labor would tend to raise wages, 
whereas growth of the population and supply of labor would tend to 
lower them; hence whether wages would rise or fall would depend on 
which was growing faster, the amount of capital in the economy or its 
population. The population-growth theory of Malthus and Ricardo led 
in this context to the pessimistic thesis that population growth was sure 
in the long run to win the race and force wages down to a ^^subsistence ' 
level, barely sufficient to enable the workers to support themselves and 
families large enough to keep the labor force, in the next generation 
also, equal to the demand for labor (as determined by the then available 
supply of capital) at that wage level. Now Mill's humane desires and 
hopes for the welfare of the working population were, of course, in 
conflict with that Malthusian element of his theory of wages, but he 
remained always deeply impressed — and oppressed — ^by what seemed 
to him the weight of the argument and evidence in favor of the latter. 
He came to believe, however, in a possible 'way out," which must now 
be discussed. 

The real basis of the Malthusian pessimism lay in the judgments of 
Malthus that, whereas all men and women (in the working class and 
every class), as husbands and wives and as fathers and mothers of chil- 
dren, should sufficiently restrain the indulgence of their sexual desires 
so as to bear no larger numbers of children than their economic re- 

257 



sources, earning powers, and prospects would enable them to support 
and bring up in health and comfort, educate, and provide with good 
opportunities or a good start in life; the great majority of parental cou- 
ples — especially in the working class where the need for such ^prudent 
restraint,^' the amount of it required, and the difficulty of achieving 
that, were greatest — would not fulfill that ideal obligation and could 
not be taught or led to do so. The strength or ardor of the sexual desire 
and the fertility of normal, healthy, human animals were too great, and 
the typical human capacities for rational or prudent and moral behavior 
in this matter — for exercise of all the self-control required — ^were too 
weak, to make it possible to expect that any human population would 
in this way reduce and hold down its birth rate to so low a level that, 
with only a normal death rate not increased by widespread serious 
poverty, etc., the rate of population growth would be and remain no 
greater than the expectable long-run or indefinitely continuable rate 
of growth of the ou^ut of food and all means of adequate support for 
the growing population, so that a high or good standard of living for 
all could be both achieved and permanently maintained. Now it was 
not in John Stuart Mills nature to be resigned to a sad belief in the 
permanent inability of human beings to achieve or do anything which 
they manifestly ought to achieve or do as an imperative or necessary 
condition of their individual and common or collective welfare or hap- 
piness. Human nature at any given time, or the characters and capaci- 
ties of men as they were, might be full of sad faults, weaknesses, and 
limitations, and many imperative moral achievements could be terribly 
difficult; but he held that men could make and remake their own char- 
acters, and learn by experience and become more enlightened; and he 
refused to believe that the future progress of advancing and spreading 
enlightenment and virtue need have any fixed limit, or that any of the 
grim evils that had so far always afflicted mankind were forever un- 
conquerable. 

Thus, for Mill, the great practical corollary of the Malthus-Ricardo 
theory of the ^'tendency'' of the population and supply of labor to grow 
excessively, and force and hold real wages down to a meager '"subsist- 
ence’' level, was simply that the working-class people must learn or be 
taught to lower and hold down their birth rate or the sizes of their fami- 
lies to such a point that the aggregate demand for labor could grow even 
faster than the aggregate supply of it, and thus bring into being and 
maintain a really adequate level of real wages. Then further, his hope 
or faith that eventually this would be achieved drew support or assist- 
ance from several sources. He became one of the early supporters of the 
"birth-control” movement, which sought to spread the knowledge and 
use of contraceptives and make "planned parenthood” universal; but, 
sensibly, he did not regard this alone or its prospects for early, complete 
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or sufficient success as the adequate, entire solution of the problem. 
The nonprosperous, toiling millions must become enlightened to the 
point of wanting to limit their families enough to practice a good bit 
of Malthus moral restraint’^ and make intelligent supplementary use 
of contraceptive methods as and when satisfactory ones could be made 
generally available to them. The basic need was to change the motives, 
desires, or values of the people. And these were so connected with their 
economic circumstances, experiences, and conceptions of the possibili- 
ties and values of better living standards for themselves and their chil- 
dren — or lacks of the experiences that alone could make them 
determined to achieve and maintain those better standards — that the 
economic improvement (of the generally prevailing level of real wages), 
which in theory could be expected only as a result of the new behavior 
of working-class parents and the slowing down of population growth, 
must in practice somehow be achieved in some measure first to aid in 
bringing that about. 

Malthus and Ricardo had already reasoned that their ^s ubsi stence*^ 
level of real wages, to which population growth and 'pressure** would 
reduce them in the long run, was not a wholly definite or rigid level 
but was subject to the influence of the "habits and customs’* — the ac- 
customed and firmly desired as minimal or necessary standard of living 
— of the working-class population of each particular country and period 
of its history. They had only supposed that the working-class people 
everywhere would probably forever remain resigned to, and prone to 
multiply up to the point of being barely able to maintain, living stand- 
ards on the verge of real poverty; lacking knowledge or experience of 
anything better, they would never be strongly enough moved by desires 
and hopes for real prosperity to so change their behavior as to achieve 
and maintain it. But Mill^ j^elieved that this-viekrm^ 
could be broken; by piishing economic progress ahead of population 
growth, and by"^doing everything possible to give the working class a 
little better share of the benefits of such progress, the subjective minimal 
standards of living of the working people can be so improved that they 
will learn to so reduce the rate of growth of their numbers that they 
can maintain their improved positions. Mill was never too clear as to 
just how it could all be done; but I think the Western world since his 
time clearly has been moving ahead in this matter in the general way 
that he preached and prophesied. 

It is too bad to report no more of all that Mill had to say about labor 
and wages than that bare outline of the most central, general theme in 
it. But we must get on to the rest of his theory of income-distribution, 
and turn, next, to capital and its "profits.” Mill thought of the "profit” 
or proprietors net income from a year of operation of a productive enter- 
prise — the proprietor’s net income as a percentage return on his own 
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capital invested in the enterprise — as a composite income made up of 
three components: interest (at the current market rate on good loans, 
generally well below the full rate of profit in the composite sense) on 
the proprietor's own or equity capital; plus a wage of management or 
superintendence for the proprietors work as owner-manager; plus a 
'risk" premium to induce investment not in loans guaranteed as to 
payment of interest and repayment of principal, but in a "venture" of 
ones own with all its possibilities and hazards. Yet the two additions 
thus made to the idea of "interest" on equity capital, or ideas of the 
other elements of "profits," were not much elaborated or analyzed by 
Mill. He took "interest" in that sense — the return on, to, or from capital 
as such — to be the core of "profit," and sought mainly to explain or 
understand what factors or variables and relations among them generate 
that return and determine its rate. 

As we know, Mill retained the Ricardian expectation that the growth 
or accumulation of the economy's supply of capital would eventually 
force down the rate or level of its net return to its owners, over and 
above mere amortization or replacement, either quite or virtually to 
zero. Given the fixed and limited supply of land and natural resources, 
and "diminishing returns" of additional output from increasingly in- 
tensive use or exploitation of them, the additions to output made by 
further additions to the amounts of labor and capital employed, would 
decline eventually to the point of bare equality in value with the neces- 
sary real wages of the labor (counting both the labor required to operate 
or use, and that required to produce, maintain, or replace, the real 
capital involved). This view involved the presupposition that capital 
yields a net income to its owners only because, and while, there is still 
a general "scarcity" of capital relative to the amount required for any 
full development of the economy's productive possibilities; and hence a 
scarcity-value of the use of capital to aid production, which gives rise 
to payments to or incomes for its owners, which enable and induce 
them to save and reinvest large parts of those incomes and thus increase 
the supply of capital and reduce its scarcity-value, which they will go 
on doing as long as they continue to receive any net incomes at all. In 
other words, although there was implicit in the Ricardian theory the 
idea that saving-and-investing as such is a productive service (so long as 
the economy has still unsatisfied needs for more capital) — a service or 
activity helping to increase production, or the productivity of the econ- 
omy or its labor force — there was not present in the theory any idea 
that the rendering of this service involves any "sacrifices" by the capi- 
talists or saver-investors for which they should be or need to be com- 
pensated, either in justice to them or to induce them (make it worth 
their while) to undergo the "sacrifices" (of fuller satisfaction of their 
wants as consumers), i.e., to continue to save-and-invest. 
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At least, there was no idea of a (some) definite, minimal but sub- 
stantial positive rate of interest or remuneration as the ^^necessary’^ or 
^ equilibrium rate, such that at any lower rate the supply of new capital 
would fall short of meeting the demand, and the rate would rise. On 
the contrary, the Ricardian theory implied that only while the economy 
was still in a dynamic state of ^yisequilibrium^^ in this respect, or capital 
shortage, would any positive income in return for saving-and-investing 
continue to exist; and that the long-run ^^quilibrium^^ — the stationary 
state — ^would be reached only when the rate of interest fell to, or very 
nearly to, zero. Moreover, the idea seems to have been that interest or 
pofit was needed (to keep the capital supply increasing) less as the 
inducement for than as the source of new saving-and-investing. So long 
as the incomes of the capitalists enabled them to satisfy their needs or 
moderate wants as consumers and have anything left to save-and- 
invest, they would ^^automatically^^ continue to save-and-invest that re- 
mainder. Ricardo imputed to the capitalists generally a strong 
disposition to practice ^ parsimony'^ or restraint of their consumption 
for the sake of future or further increase of their wealth — so long as 
any of that could be thus achieved — and did not think of them as need- 
ing to be motivated to that restraint by the prospect of gains 'sufficient” 
to repay their "sacrifices.” Between Ricardos time and Milks, however, 
other inquirers had developed or suggested various ideas about these 
matters, which Mill was aware of and took into account or considered 
in developing his own views, which thus were not purely or entirely 
Ricardian. 

William Nassau Senior had expounded his idea of "abstinence” from 
consumption by the capitalists as precisely the "sacrifice” on their part 
requiring compensation. And a very different writer, John Rae, in a 
long, as much sociological as economic essay on the nature and historic 
origins and growth of capital and the human motives, etc., involved 
therein — a book of which Mill thought highly — had gone well beyond 
Senior's oversimple and dubious idea, somewhat in the direction of the 
view that Mill developed.^ Mill used the phrase, "the effective desire 
for accumulation” — substantially, the willingness to practice the "par- 
simony” of Ricardo or the "abstinence” of Senior, i.e., limit current 
consumption for the sake of future income and wealth and power to 
more fully satisfy future wants, foreseen and weighed against present 
or current wants with full, forward-looking rationality and self-disci- 

® John Rae^s book was originally published in 1834, and entitled Statement of 
Some New Frincifles on the Subject of Political Economy. It included criticisms 
of some things said by Adam Smith in the Wealth of Nations; but the core of it 
was its new ideas and material about “capital,” etc. The most available edition of 
it now is perhaps a modem reprint with a changed tide, The Sociological Theory 
of Capital, C. W. Wixter (ed.) (New York and London: The Macmillan Com- 
pany, 1905). 



pline — and he came to think of this 'yesire'^ as historically a gradually 
achieved and growing human capacity, or product of accumulating 
experience and advancing enlightenment. Primitive peoples were highly 
deficient in it, and so far even the relatively most civilized peoples had 
developed it only partially or still insufficiently. But in time all or most 
men would learn to do all the saving, or abstaining from current, im- 
mediate, transitory gratifications, needed in order to make adequate 
provision for their own and their children's future. The supply of 
capital was everywhere still so limited as to yield on the average rather 
high returns or profits, not only because the growth or progress of pro- 
duction had not sufficiently enriched many people to make the ability 
to save very widespread, but also because ''the effective desire for accu- 
mulation" was still weak in most men; they would not, even if rich 
enough to be quite able to do so, save as much as would be wise in 
both their own interests and the public interest; nor would they save 
much at all unless lured by the prospect of large gains. 

The capitalists of Ricardo's theory had already fully developed this 
virtue in which men generally, in Mill's view, still were deficient. Hence 
the views of Ricardo and of Mill as to all that would be involved in 
the future growth of the capital supply, decline of the profit rate, and 
evolution to the stationary state were not quite the same. Ricardo en- 
visaged all this as merely a matter of on-going growth of abilities to 
save and resulting savings, until the capital supply should become fully 
equal to the needs of the economy, and abolish profits, and stop the 
process. But in Mill's theory the process would be complicated by the 
presence and role of an additional factor — the growing prevalence and 
strength in men of "the effective desire for accumulation," which would 
play its part in leading to the same results. With reference to the current 
situation, Mill had a theory of the raison d'etre of existing profits, which 
Ricardo lacked. Profits currently were and had to be what they were, 
not only because the economy still needed more capital, and the service 
it could render in raising productivity was worth its price, but also 
because the potential saver-investors generally undervalued their future 
or prospective as compared with their current wants and satisfactions, 
and required the bribe of substantial profits to induce them to provide 
in any adequate measure for the futures of their own families and for 
meeting the economy's needs for capital. 

Thus, Mill largely retained but also modified the Ricardian theories 
about the wages share and the profit share of the national income. His 
theory of the remaining, land-rent share was substantially, purely Ri- 
cardian, but he drew from this a practical conclusion or corollary for 
public policy in the field of taxation, which Ricardo had not drawn. 
Apart from that corollary, which I will speak of in a moment, the one 
"addition" that he made, if such it can be called, to the theory of rent 
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itself was not too fortunate. Mill continually or frequently spoke of the 
class of owners of land as having a ^ monopoly^^ of the nation^s fixed 
and limited supply of land, and so as receiving rents not limited to 
normal competitive profits on any productive investments made hy 
them, but capable of being raised by the pressure of growing demand 
and scarcity to any levels, i.e., as in this respect just like the monopoly 
profits of the sole producers and suppliers of particular products who 
are not compelled by competition to sell at prices only slightly above 
their production costs or yielding only moderate profits on their invest- 
ments. This, of course, is not a valid comparison or extension of the 
concept of monopoly.^ ^ The restriction of the supply and elevation 
of the price of a monopolized product is achieved through ownership 
or control of the entire supply by a single person, organization, or unit, 
and deliberate refusal to increase the supply or allow others to do so. 
But the fixity of the land supply of a country with set frontiers, and the 
tendency of land-rents to rise with growth of the country's population 
and wealth, are independent of the number of, and degree of competi- 
tion or lack of it among, the country's landowners. In the production 
of a product the competition which makes 'necessary" production costs 
the governors of selling prices is the competition of those producers who 
will increase the supply on the market if the demand increases, and who 
will continue to do so as long as their production costs are a little more 
than "covered" or repaid. But the nonexistence of such a regulator or 
limiter of land-rents is due only to the fact that land (as defined by 
Ricardo and Mill, i.e., the pure "gifts of nature" in the land, excluding 
all man-made additions or improvements) is not a product at all or 
cannot be produced but exists in a fixed supply which cannot be in- 
creased, Hence the only kind of competition which could keep supply 
adjusted to demand at a cost-plus-normal-profits price does not have to 
be prevented by the formation or existence of any monopoly, but is 
impossible in the nature of things. 

Milks "error" in this matter, however, was only the perhaps trivial 
one of slipping into a loose, vague usage and misapplication of the 
word, "monopoly"; he, of course, fully and correctly understood the 
substance of the matter, exactly as Ricardo did. At the same time, it 
may be that his application of this word — always opprobrious in the 
economic-liberal tradition — to the position of the landowning class re- 
flected an attitude or animus on his part toward them, going beyond 
Ricardo's in the direction of more hostility or adverse criticism. Ricardo, 
though envisaging the landlord class as gaining from the country's 
growth without having to contribute to it, did not apparently consider 
that any social injustice was involved; and he did not propose any public 
action in the matter except abolition of the Corn Laws which further 
increased agricultural land-rents in England by restricting importation 
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of food produced abroad on non-English land. But Mill saw the rise of 
land-rents and land values with the country's growth as giving to the 
landowning class an 'unearned increment" or increase of its wealth, 
which in justice should not be retained by it, but should be taken by 
the state and used for the common benefit of all the people; and accord- 
ingly he included advocacy of a tax of this nature, or for this purpose, 
in his recommendations about taxation. 

THE THIRD ' BOOK,'^ ON EXCHANGE AND VALUE 

Having now surveyed the main parts of the first two books of Mill's 
Princifles, on the production and the distribution of the national in- 
come, I turn to the first six chapters of Book Three, on "exchange" and 
"value," or the processes of adjustment of the supplies of particular 
products to the demands for them in the nation's markets, and of their 
prices to the levels determined by their costs of production. Signifi- 
cantly, Mill's presentation of his theory of this subject is short and sim- 
ple as compared with either of the two preceding books. The theory 
of "value" or the working of the "price system" was not elaborated into 
the extensive, dominant, and highly complicated part of all economic 
theory, which it came to be in the later, "neo-classical" economics of 
the late nineteenth century, by any of the old, original, "classical" econ- 
omists — Adam Smith, Ricardo, Mill, or any of that group. Although in 
a way the "classical" theory of the functioning of the competitive econ- 
omy's market mechanisms, to allocate all parts of its total supplies of 
land, labor, and capital into their most productive-and-demanded uses, 
adjust the outputs of all products to the public demands for them, and 
adjust the mutual or reciprocal exchange values or the relative prices 
of the different products into correspondence with their relative pro- 
duction costs — although in a way this all held a "central" place in the 
over-all pattern of all "classical" economic theory, it was never regarded 
as the most difficult nor as in all ways the most important part of the 
entire, far broader structure; nor was it given the main or a very large 
share of all the space and attention in such comprehensive treatises as 
Mill's. 

To some more modem economists, trained in the "neo-classical" 
tradition, this means that the early "classical" writers had only a rudi- 
mentary or as yet largely undeveloped theory of value, prices, etc., and 
failed to see or recognize the real complexity and full importance of this 
subject or all the problems involved in it. And Mill has been much 
criticized and ridiculed for the judgment, expressed in his Book Three, 
that the theory of value as presented therein by him had been substan- 
tially completed and perfected; all the problems of any importance 
connected with this subject had been fully solved; and there was little 
264 



new or further work on it still to be done. That indeed rash statement 
was made not long before the great ^ neo-classicar^ development or its 
first beginnings arose and began to 'revolutionize*' all economic theory, 
primarily by greatly expanding and radically revising this part of it for 
which "theory of value" is the common and convenient, short, but in- 
adequate label. There is no doubt that that later development signifi- 
cantly enlarged and improved the understanding of the economic world 
by economists; or that Mill's complacent belief in the finality of the 
"classical" theory of "value," as "completed and perfected" by himself, 
was mistaken and foolish. At the same time, I do not fully agree with 
the modern views attaching very great importance to the "neo-classical" 
expansion and improvement of this part of economic theory, and hold- 
ing the old theory as presented by Mill to have been radically defective 
or inadequate. The question is partly one as to how economists should 
allocate their time and intellectual efforts to or among the different 
parts of the very broad field of diverse problems demanding their atten- 
tion. The great elaboration and refinement of "value" theory in "neo- 
classical" economics had merits and made contributions, but it involved 
comparative neglect of other, arguably more important branches of the 
study of economics; and Mill's brief and simple treatment of this "cen- 
tral" subject, though it left a good deal to be desired, was and may still 
be viewed as roughly adequate for many purposes. It made possible 
what seems to me the better balance of his treatise as a whole, or its 
shares of attention to different subjects, as compared with many more 
modern works. 

Mill's theory of the competitive economy's "natural" working as 
regards the pricing, etc., of its different products, as presented in Book 
Three, was by no means merely a reproduction or good exposition of 
Ricardo's theory, but considerably improved or advanced beyond that. 
Like most economists before and after him, he divided price theory into 
a theory of the immediate determinants and determination of current 
"market" prices of brief duration, and a theory of the "long-run" adjust- 
ments that determine the "normal" or "natural" levels around which 
those prices fluctuate and to which they "tend" to return. And like 
Ricardo and others, Mill regarded "supply and demand" as regulating 
"market prices," but thought of the "cost of production" (per unit of 
output) of each product as "tending" in the “long run" (under competi- 
tion) to control its selling price — hy controlling the "long-run" relation 
of the supply or output produced to the demand in the market. But 
Mill improved on Ricardo's theory of "market price" by introducing, 
in the place of the vague, inadequate notion of this as depending at 
each moment on the current "ratio” of the supply to the demand, the 
better idea of an "equation" (equalizing) of those two quantities to be 
brought about at each moment by the appropriate price. A price in a 
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market could have even the most temporary stability only in response 
to that price, the supply of the good (amount of it offered for sale on 
the market) and the market’s demand for the good (amount of it de- 
manded, i.e., salable at the price in question) would be equal or the 
same. Any price that would draw into the market either more of the 
good than could be sold at that price, or more demand than could be 
satisfied by the supply attracted by the price, would thereby create a 
situation that would cause the price to change immediately in the 
direction required to make the amount offered and the amount sought 
equal. This — Mill’s theory of market price — came near to being the 
same in substancfei with the fully modern, correct theory of prices in 
competitive markets as always subject to the changes required to fulfill 
the conditions of ''equilibrium” of the demand-and-supply "forces” 
acting on them, though much has been added, in the way of more 
detailed analysis, to Mill’s brief, general account of the matter. But 
we must now turn to his consideration of the "long-run” problem. 

Over any "long run” of time, how lavishly or scantily the markets 
for a good are kept supplied with it will depend not merely on the atti- 
tudes of dealers holding the existing stocks — attitudes in the range 
between eagerness to sell at current prices all they have or can get of 
the good, and reluctance to sell at current prices or tendencies to with- 
hold their stocks from the market and wait for better prices to become 
obtainable; but the situation will depend also on the volume of pro- 
duction of the good and that of production (either maintenance, con- 
traction, or expansion) of the means, facilities, or "capacity” of the 
industry concerned. And the steady continuance, contraction, or ex- 
pansion of the total output of a good by a competitive industry (all the 
competing firms contributing shares of this total output) will depend 
on profit prospects as determined by comparisons of market prices with 
production costs. If the good is selling at a price far above the cost of 
producing it and thus yielding high profits, and this state of things is 
widely known and generally expected to last for some time, and the 
following reactions to it are possible, the existing firms will tend to 
expand their outputs and "capacities” to take fuller advantage of their 
good opportunities, and additional producers will tend to enter this 
profitable industry and further enlarge its total output. And all this 
will tend to go on until the total output or supply of the product has 
been increased to the point of lowering its market price so nearly down 
to the cost of producing it, that all incentive to produce still more of it 
has disappeared. Conversely, of course, when the market price is so 
low in relation to the cost of production that the business is unprofita- 
ble, production ultimately (if that situation persists) contracts as people 
transfer their investments and efforts, when and as they can, out of 
this underpaying and into other better-paying activities; and this will 
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go on until the reduction of the output or supply of this good raises 
its market price again to the level of its cost of production plus a ‘ nor- 
mal’' profit. Thus all 'long-run'' adjustments of supplies to demands 
work toward the point of correcting the departures of market prices 
from the levels determined by production costs or bringing them back 
to those levels. 

In other words, expansion or contraction of the public's demand for 
a good will raise or lower its price temporarily, until the resulting be- 
havior of producers expands or contracts the supply enough to make it 
again equal to the changed demand at the near-cost price, and thus 
restores the price to that level. This simple formula assumes, however, 
that the production cost per unit is not itself changed by changes of 
the size of the total output of the industry; that the industry is made 
up of firms all able to produce at about the same unit cost, and to grow 
or contract and still in the end have about that same unit cost, and that 
if new, additional firms grow up in the industry when it is expanding 
to meet growth of demand, they too will produce at about those same 
unit costs when the firms get established. Mill, like Ricardo, took this 
case of production at "constant cost," regardless of variations of the 
industry's total output, to be the general or most common case in the 
economy; and it w^as their assumption to this effect which led them to 
think of the cost of producing a good as controlling its "natural price," 
and of particular amounts and variations of demand as having only 
temporary or short-run importance. Of course they did consider also 
the case of production at rising unit costs for increasing outputs, which 
would be that of any industry that could expand only in the face of 
the obstacle of a scarcity of appropriate land and natural resources, and 
by making increasingly intensive use of the "good" part of the entire 
supply of them already in use, and bringing into use additional, inferior 
parts of that supply, and accepting the "diminishing returns" involved 
in these operations. This "case," however, did not figure as largely 
in the "classical" economists' theory of value as we might expect, be- 
cause their much-stressed "law of diminishing returns'’ had its main 
significance not in this part of their total structure of theory — concerned 
with single industries and products considered "one at a time" — ^but in 
their over-all theory of the whole economy's growth over time. In each 
given stage of that over-all growth, it would generally or often be possi- 
hle for single industries to expand (if others were contracting) without 
encountering land scarcity and diminishing returns. If the changes of 
demand for particular goods or products were only transfers of demand 
from some to others, the resulting contractions of the adversely affected 
industries would release resources including land which might go into 
use in the expanding industries and enable them to expand at constant 
cost." Still there would be cases of branches of production requiring 
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special types of land and resources existing only in limited supplies and 
not transferable among many industries. For these branches, large in- 
creases of their outputs to meet enlarged demands would entail rising 
additional costs for the additional increments of output, and the ex- 
pansions would go only far enough to leave market prices still high 
enough to cover those final extra costs and yield 'normal profits'' on the 
extra investments represented by them. And the producers within the 
industry owning and using the best lands and resources for its purpose 
and having lower average costs than the final, extra costs just covered 
by the selling price would have their "profits" increased beyond the 
"normal" level by inclusion in them of the "rents" of their superior 
lands and resources. Mill's presentation of the theory of this case was 
better than Ricardo's; but neither writer apparently grasped the point 
that this case undermined their general view about the role of demand 
variations in price determination as affecting only temporary "market" 
prices, and leaving the "natural" price of each good to be determined 
solely by its cost of production. Where production cost itself varies 
with the volume of output, and the relevant cost figure itself depends 
on the volume of demand that is to be supplied or satisfied, that attempt 
to separate the two parts of the theory of value in the "classical" manner 
breaks down. 

There remains the question of how fully Mill agreed with Ricardo's 
belief in the dominant role of the amounts of labontime required to 
produce different products in determining their relative production 
costs and "natural" values. Ricardo, as we know, was not satisfied with 
Adam Smith's final working theory of (long-run) prices as depending 
simply on the full expenses per unit of production of each product, 
but insisted upon an analysis of those expenses and the relations of 
different parts or components of them to the price of the product, which 
concluded by eliminating almost everything except the "quantity of 
labor embodied" in a unit of the product, as having no effect on the 
value of the latter. Still, as the reader knows, I think Ricardo's theory 
of value is best described as not a pure "labor theory" but a cost-of- 
production theory mainly (not solely) emphasizing labor quantities as 
the principal value-determining elements of production costs. Mill's 
emphasis was a little different, and, though he fully agreed in eliminat- 
ing land-rents in Ricardo's way, he seemed otherwise to let production 
costs in the ordinary sense, or expenses, come a little more into the fore- 
ground of his picture, so to speak, and let the labor quantities retreat a 
little into the background. But he did single out and emphasize the 
latter, essentially in Ricardo's way and on the same grounds; and I 
think the difference is more apparent than real — a matter of accepting, 
and presenting more clearly, the real conclusions that Ricardo in fact 
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came to, while getting rid of the exaggerations and obscurities attributa- 
ble to Ricardo s effort to make his ^labor theory^’ as nearly ^ pure” as 
possible. 

In fact, as a whole. Milks theory of value and the economy’s processes 
of adjustment of supplies to demands and of prices to costs, etc., did 
not sufficiently depart from or improve on Ricardo’s theory of these 
matters to at all satisfy those later architects of the new and different 
(and superior), modem theory of them which I have referred to as 
'neo-classical,” and will notice again in later chapters. Rather, Milks 
views or doctrines in this field and the dominant influence which his 
total system exerted for a time as the reigning "orthodoxy” made his 
work, along with Ricardo’s, the main target of the critical attacks 
launched by Jevons and the other "pioneers” of the "neo-classical” 
movement. And there is some truth in the modern view to which the 
latter has led, i.e., that Mill did not fully understand the work and 
functions of a competitive economy’s market or price mechanisms; 
and this is not without its bearing on our next and final subject here 
— Milks general standpoint about public economic policies, the proper 
relation of the state to the economy, or the fields and degrees in which 
liberal principles should be understood to imply adherence to laissez 
faire or resort to state intervention. 

The economic liberalism of the later economic theorists who recon- 
structed the theory of value and the competitive price system on new 
lines unlike Ricardo’s and Milks became a liberalism more doctrinaire 
and stringent than theirs in its general devotion to laissez jaire^ espe- 
cially in the field of whatever could affect the work or fimctioning of 
that price system — in their eyes the all-important, central, and crucial 
part of the liberal economy’s self-regulating mechanism, which if "free” 
or unhampered in its working, and "competitive” throughout, would 
keep the pattern of all economic activities and resource-uses working 
at its best for the general welfare. This later view was only a full, de- 
tailed, and rigorous development of the view that already was present, 
though not so fully developed and single-mindedly stressed, within the 
views or complete outlooks of Adam Smith, Ricardo, and Mill. But 
because the latter were all as much or more concerned with other phases 
of the economy’s total working — economic growth, development, or 
progress over time, and the distribution of income and wealth under- 
stood as more than just a matter of the price system’s work in the pricing 
of productive services, and other subjects — they did not sharply con- 
centrate or focus their attention on the price system, and develop their 
theory of its ideal, logical possibilities to the point of being thus fully 
armed for thorough, consistent defense of laissez faire on every battle- 
field connected with it. 
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THE SIXTH "book/' ON LIBERAL ECONOMIC POLICY 

Mill's later book, then, on these general issues of public policy, is 
not the clearly focused, logically one-track discussion or argument that 
we might expect. But — like everything else that he ever wrote — it is a 
many-sided and at times confused, "judicious," balanced discussion 
of a problem conceived as not single but multiple, and admitting of no 
fully definite or unqualified solution. He did, however, believe that on 
the whole, though with many exceptions, the state should allow the 
spontaneous developments and adjustments within the economy to 
work themselves out as they would. Despite his- lack of enthusiasm for 
the harsh capitalism of his world and time, and his hopes for a future, 
better world of friendly cooperation among all and poverty for none, 
he believed in progress through individual freedom for all, not coercion 
by or through the state, and trusted the collective purposes and wisdoms 
or governments, electorates, classes, and parties less than he trusted the 
free competition of free men for gain through service to the public in 
free markets, and the liberal economy's impersonal processes of recipro- 
cal adjustment of or among the activities of all of them. It would not, 
I think, be worthwhile to take the space here to report and discuss 
Mill's more detailed principles for deciding when or in what cases and 
conditions the state should adhere to the general rule of laissez faire in 
dealing with particular matters, and when it should intervene; for his 
effort to work out a set of such principles had reference to a range of 
then current problems, and the results he arrived at are not of great 
interest in relation to present-day problems. The important point is 
that he so limited his support of laissez faire by attaching numerous 
qualifications to it that, although he was the last great exponent of the 
old classical economic liberalism, he was also, at the same time, an 
early forerunner of the modern liberalism which seeks to make the 
liberal-democratic state an effective instrument or vehicle of coopera- 
tion among all the people for their common welfare. 
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CHAPTER 


Karl Marx and His Intellectual 
System; Its Socialist, Hegelian, 
and Ricardian Elements 


INTRODUCTORY 

Although in other respects Mill and Marx had scarcely anything in 
common, they were contemporaries and had intellectual interests in 
almost the same range of subjects and problems. Mills Principles of 
Political "Economy and The Communist Manifestof^ composed by Marx 
and Engels and representing the first important exposition of the core 
of ''Marxism,'' both appeared in the same year, 1848. There is, a bit 
strangely, no reference to Marx in any of Mill's writings, and no evi- 
dence that Mill ever heard of Marx. But Marx knew of Mill and his 
work and views, and referred to or spoke of them frequently and always 
scornfully. The tempers and fundamental attitudes of the two men 
were indeed poles apart; and to pass directly as we do here from study 
of Mill's to study of Marx's thought is to plunge, with a feeling of shock, 
out of the atmosphere of serene sweet reasonableness and into a mael- 
strom of revolutionary fervor inspired by a strange, dogmatic, specula- 
tive vision of the entire past and future of mankind. In fairness to the 
reader I must freely confess at the outset that I do not love Marx and 
may not be able — though I shall do my best — to describe his intricate, 
and to me at many points repugnant, system of ideas with that degree 
of sympathetic understanding which must be included in the basis of 
a decent objectivity. But today few things are more important than 
the effort, by all of us who are and will remain opposed to much that 
is in them or has grown out of them, to gain more knowledge and 

^For a good modern edition, see The Communist Manifesto — With Original 
Texts and Prefaces, Harold J. Laski (ed.) (London: George Allen & Unwin, 
Ltd., 1948), 
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understanding of the ideas of Marx. For they have proved to possess 
such power, as the ideas of but very few men in all history have had, 
to inspire or incite a by now immense number of men — the world's 
present-day Communists — to both violent and persistent efforts to 
transform the world. And effective opposition to the aims and methods 
of those efforts is hardly possible without some understanding of the 
ideas by which they are inspired. 

At the same time it also is necessary, of course, to beware of and 
avoid the error of approaching the study of Marx's own thought with 
the partly false assumption in our minds that we can regard him as 
alone responsible for all the follies and villainies which have been and 
are being committed in his name by his leading, present-day, professed 
disciples, the so-called ^'Communists" of our time. Karl Marx "in per- 
son" was a complex man, a man of several kinds at once. He was a truly 
great scholar and thinker, regardless of what or how we feel about him. 
Also he was on the whole a civilized, humane man, whose indignant 
sympathy with the miseries of millions of humble toilers in the world 
of his time, and whose beliefs that "capitalism" was the cause of those 
miseries and that "socialism" was to be the one true and destined way 
of salvation from them, inspired his hatred of the one and his zeal to 
hasten the arrival of the other. And finally, he was a passionate, often 
violently emotional man, whose emotions became so fused or blended 
with his intellectual, speculative vision that in that blend the emotions 
gained an unnatural permanence, fixity, and communicability, and 
charged the intellectual vision and creed with explosive power. Now 
such a creed-and-gospel, as construed, developed, and applied by later 
disciples with less than the Master's true scholarly and intellectual abili- 
ties and interests, and often little or none of his civilized humaneness, 
understandably has been a factor along with experiences and disposi- 
tions of their own not traceable to Marx, in leading them — the modern 
Communists — into courses, and the production of results, which surely 
would appall Marx, if he were alive, and evoke from him repudiation. 
Even so I do think that we can and must hold Marx responsible m 'part 
— though only in part — for the tragically evil thing or force that his 
creed-and-gospel, in the hands of those modern disciples, has become. 
In the state in which he himself left it, his intellectual output as a whole 
was, I think, a very complex blend or mixture of many more or less 
fully true insights and real contributions to all "social science" and 
other erroneous, or really unsupported and incredible, fantastic notions 
bound to have evil consequences. 

The purpose of this chapter is to convey at least a beginning of or 
toward an understanding of Marx's outlook and system of ideas or main 
doctrines. But there were three different, antecedent sources which, as 
changed, developed, and combined by him, became components of his 
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thought; and I think it is best to begin with preliminary, brief accounts 
of them in their several, separate, original forms, and then go on to see 
what Marx made out of them. One of the three strands that went into 
the fabric of his thought was socialism itself, i.e., the socialist ideal, or 
vision of the goal of all human, social progress. This vision had been 
developing for some time, in various quarters and forms, before Marx 
came on the stage and became the creator of the special creed of a new 
and the most important phase or branch of the socialist movement. 
Another equally important antecedent source of Marx s thought was 
the great German philosopher Hegels philosophy of history, which 
Marx ^^inverted^^ Qsee below) or changed and developed in his own 
way into his own philosophy or philosophic vision of the general di- 
rection, course, and process of all human history, past and still to come 
— the past, on-going, and prospective evolutions of all human societies 
— the history and destiny of mankind. And the third antecedent factor 
in the same sense was Ricardo^s system of economic theory, which Marx 
took over, interpreted, revised, and added to or developed further in 
his own way to form the very important economic-theoretical part or 
component of his own all-embracing intellectual system. This part 
or component of the whole was his elaborate theory of the existing 
structure and current working, origins, history, and prospective, “in- 
evitable” development or evolution and self-destruction of “capitalism” 
as the economic system, and the basis of the social order and civilization, 
conceived by Marx as the successor of feudalism and the forerunner of 
the inevitable and glorious, realized “socialism” of the future. Although 
Ricardo’s economics has already received much attention in this book, 
we shall need to consider it again briefly in the aspects important for 
understanding what Marx made out of it. But first, we need to look at 
the character of pre-Marxian socialist thought and the relation to that 
of the Marxian variety, and then at Hegel’s philosophy of history and 
Marx’s own in relation to that. 

MARXIAN VERSUS “uTOPIAn” SOCIALISM^ 

The search for the earliest beginnings of socialist thought, activity, 
agitation, etc., can be pressed as far back in history as one chooses; but 
socialism in this sense first took on both fairly definite and seriously 
important forms around the end of the eighteenth and beginning of the 
nineteenth centuries, and has had or undergone its main developments 
since then — all through the nineteenth century and down to the present. 
In part, I think, the oldest historic roots of the general socialist outlook 

On the subject of this section, see the relevant part of any standard history 
of socialist thought, e.g., the first several chapters of Harry W. Laidler, Social- 
Economic Movements CN^w York: Thomas Y. Crowell Company, 1944). 
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or perspective lay in ancient classical and Christian ideals of harmoni- 
ous, fraternal, cooperative human societies, to be achieved through 
abolition of the individual, group, and class egotisms and excessive, 
selfish, or acquisitive ambitions, and po’wer-lusts, and achievements, 
institutionalizations, and abuses of power (of men over other men), 
which result in oppressions, injustices, rebellions, and conflicts within 
actual societies. But also another, no less essential ' root,'^ I think, was 
the later, post-Renaissance and chiefly Enlightenment ideal of applied- 
scientific-rational reorganization of all human societies and redirection 
of all human conduct to ensure fulfillment of the (to be ascertained) 
conditions of the greatest or best possible, all-around welfare or well- 
being of all persons, simultaneously and all the time, and a rationally 
planned, effective, and smooth cooperation among all for their common 
welfare. The socialist vision — as well as the different, liberal vision — 
of the ideal goal of on-going social and moral progress has grown out of 
ancient Greek plus Christian ethical ideals, plus the Enlightenments 
optimistic faith in the power of advancing (social-and-moral as well as 
natural) science and ^reason’' to end the reign or sway of all irrational 
traditions and to redesign and rebuild all human societies as rationally 
required in the real, best interests of all their members. 

The main branch of the eighteenth-century Enlightenment's social- 
reform movement, to give human societies their ^ rational’^ and ‘ naturaF* 
potential forms, adapted to the needs and capacities of the ^‘human 
nature^' in all men and the conditions of their greatest welfare — ^was 
the evolution of the classical liberalism, described in earlier chapters of 
this book. But there grew up also besides that, among some of the 
intellectuals associated with the French Revolution, a more radical, 
left-wing fringe movement, generally at once anarchist and socialist 
in character, which had already attained an importance second only 
to that of the classical liberalism in and just after the French Revolution. 
In a sense the aims of the two movements really were quite similar, but 
they differed widely as to the extent and the character of the institu- 
tional changes, away from historic precedents, that were thought of 
as needed for realization of those aims. The liberals saw as needed the 
abolition only of some features of the old, traditional, European social 
order, such as the remains of feudalism and of absolute or unchecked 
monarchy and aristocracy; the tendencies of nation-states or their cen- 
tral governments to try to act as omnipotent, ^paternaF' regulators of 
all the affairs and actions of their subjects; denials to individuals of 
their rightful intellectual and civil liberties; and the economic policies 
of mercantilism, and the guilds or closed corporations and monopolies 
or exclusive privileges of all kinds; or in sum, all 'excessive'^ restrictions 
of the liberties and spontaneous propensities of most (all not specially 
privileged) individuals. In other words, as we know, the exponents of 
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the classical liberalism believed that if any society would give and 
guarantee equal and generous amounts of freedom to all its individual 
members alike, the latter would then spontaneously develop the co- 
operation, order, and harmony required, so that all would live by a 
mutually beneficial exchange of their diverse products and services in 
open, free, or competitive markets, or serve their own by serving each 
other s ends or interests; and the greatest welfare of each and all would 
be thus achieved. Retained or carried over from the old order, with the 
extensive revisions indicated, would be rights of all to private property, 
private enterprises and free trade and competition, and governments 
with important though limited functions and coercive powers. 

The anarchist-socialists, on the other hand, believed in the need for 
a far more radical transformation of social arrangements, away from all 
existing or historic patterns. To their minds the 'rational'’ and ethically 
"good" society would have to have collective or communal instead of 
private ownership and management of all substantial wealth, means of 
production, and producing enterprises, and a fully, centrally or jointly 
planned pattern of cooperative work and living, and egalitarian distribu- 
tion of all products for consumption. No members must be allowed to 
have any income-yielding private property; there must be no rich and 
no poor people — no division of the society into upper and lower classes; 
all alike must be workers only, -with hand or brain, for the common 
good. And there generally or often went along with that socialist vision 
as such, the anarchist vision also, of a society without any coercive 
government, or coercive control of any of the members by any others. 
For, it was argued, the needs of existing and historic societies for coer- 
cive governments have resulted from the institution of private property 
and the resulting inequalities, oppressions, discontents, and conflicts. 
The state has had to exist, essentially, to protect the properties of the 
rich against or from the poor. But when all men learn to renounce or 
give up their private properties and acquisitive ambitions, and join 
together in willing, cooperative labor for their common good, the need j 
for coercive government will disappear and it, too, will be abolished ; ! 
and the new "enlightened" societies of men will practice an entirely/ 
voluntary, free, or spontaneous, and harmonious cooperation. 

Now it may seem that my "sketch" here, thus far, of the origins 
and characters of the classical-liberal and the anarchist-socialist visions 
has been controlled by a point of view at the opposite pole or extreme 
from the Marxian "economic interpretation" and "class-struggle theory" 
of history, which will have to be examined later on in this chapter. I 
have seemed to trace the classical-liberal view and the pre-Marxian 
socialist outlook only to antecedent spiritual-cultural sources or "roots" 
in Western history, and to describe only the pure philosophies, or 
patterns of ideas and ideals, that emerged, without referring at all to 
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the earlier and contemporary, economic and social conditions, and atti- 
tudes, interests, and desires prevalent in different social classes as re- 
sults of their various relationships to or experiences of those conditions. 
But the point of view that is more usual or common today — i.e., which 
not only is included in a special, “strong,'' and dogmatic form in Marx- 
ism, but also in a general way is widely prevalent in modern thought 
far beyond all Marxist circles — ^would “explain" the classical liberalism 
as simply an expression of the desires and resulting views, responsive 
to their circumstances in the eighteenth and nineteenth centuries, of 
most businessmen and other middle-class people, who were in revolt, 
in the earlier part of that period, against the remainders of feudalism, 
autocratic government, and mercantilism, and in short all restraints of 
their freedom to do the things they most wanted to do, and who at a 
later time had to defend their achieved freedom from the efforts of 
advancing political democracy and aggressive, organized labor, etc., to 
impose other, new restraints upon them. And the same point of view 
about historic causation in all such cases would likewise “explain" the 
development of the socialist outlook and movement as a product of 
established capitalism, its oppressed proletariat or working class, grow- 
ing discontent and rebelliousness in that class, and the growth among 
its members of the desire for and vision of a new regime of joint owner- 
ship and equal sharing of wealth by and among all worker-citizens, and 
fraternal harmony. 

My own real point of view, however, is neither of the two that have 
just been described. Both “monistic" theories about the historic causa- 
tion of social and political philosophies and movements — the one 
ascribing them entirely to previous developments within intellectual 
history, and the other entirely to previous developments within “ob- 
jective" economic and social history — seem to me to be extreme or one- 
sided half-truths. Surely it is more reasonable to suppose that the 
evolutions of “ideas," and of the conditions of life and the “interests" 
of large groups (not always entirely just the Marxian “classes") of 
people, are semiautonomous, coordinate (in importance), and inter- 
acting phases of history or social evolution, which jointly produce or 
engender social and political movements and philosophies, party pro- 
grams, and new institutions. And I think it generally can be shown in 
reasonably objective studies of actual historic cases that the basic, novel 
developments of the ideas involved in new social movements do not 
Sfring originally^ simply from the circumstances, experiences, and 
desires of the large groups or numbers of people who are not “intellec- 
tuals" but have more purely “practical" mentalities and orientations, 
and react more impulsively than thoughtfully to the environing condi- 
tions that impinge on them personally. The ideas that count are first 
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developed — as new modifications of older, culturally ‘‘inherited’* ideas 
— ^by “intellectuals” and groups of them, who engage in the search for 
wisdom, pointing to the true or right or best solutions of the problems 
confronting the societies and times in which they live. No doubt the 
ideas developed by the intellectuals are always more or less affected by 
the conditions they observe or experience, and their sympathies with 
some and antipathies toward other larger groups and classes of their 
contemporaries and fellow members of the same societies. But they 
(these intellectuals) generally or at least often have, as compared with 
typical businessmen or workingmen or others, wider horizons and 
relatively more detached or “objective” attitudes, keener interests in 
the intrinsic merits or rational persuasiveness of ideas themselves, and 
more proneness to engage in thorough and honest, inquiring and re- 
flective pursuit of truth and wisdom about the real conditions of achieve- 
ment of the greatest welfare of mankind at large. Such thinkers, with 
such motives, normally make the best — ^which often are among the first 
— contributions to the philosophies of new social movements. Then 
the circumstances and desires of the larger groups or classes, of less 
intellectual or more practical men, play their part, mainly (i) in help- 
ing to determine which philosophies or intellectual visions, theories, 
and programs will “catch on” or become widely popular and thus potent 
in the world of action, and (2) in causing those “taken up” to be more 
or less modified, revised, or reinterpreted to suit the common under- 
standings and desires of the large bodies of men who take them up, and 
develop the practical applications actually made of them. 

Thus the classical liberalism was not originally a business-and-middle- 
class creed shaped simply by the usual circumstances and desires of 
the members of that class in the period of its origin. Instead it was at 
first a high-intellectual, social-moral philosophy, evolved by various, 
justly eminent, seventeenth- and eighteenth-century thinkers, chiefly 
out of ancient classical and early modem intellectual sources. It became 
a widely prevalent, business- and middle-class creed, with many modifi- 
cations and distortions — in the nineteenth century. Nor is there any- 
thing surprising about this — it could hardly have been otherwise; for 
in general the nonintellectual, “practical” people — the far greater num- 
ber of people — need the “guidance” or “light” of already, previously 
formed philosophies or theories, presented to them, to enable or help 
them to discover what they want and believe in, or what changes of 
social arrangements and public policies appeal to them as called for by 
their circumstances and desires or values. And all this is clearly true 
also of the history of the socialist movement, which here concerns us. 
Its early beginnings were not in “proletarian,” labor circles to any great 
extent, and in fact a majority of its leaders, including Marx, have always 
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come and continued to come from upper- or middle-class, not working- 
class, backgrounds, and above all from the ranks of ''intellectuals/' The 
movement was under way and had largely formed its philosophy before 
there was any great growth of the modern, industrial or factory capital- 
ism which in its own early development engendered the widespread 
labor discontent and radicalism, which in turn caused socialism to 
become a working-class movement. Pre-Marxian socialism in its main 
varieties was mainly of middle-class complexion, as to both the leaders 
and their (small) groups of followers; and it was an almost purely 
"idealistic," not very "practical," affair. Growing up first, as I have said, 
within the Enlightenment, as a minor current in that and factor in 
the French Revolution, socialism then had the largest and most impor- 
tant part of its early-nineteenth-century development in France; and 
it was in France, where he went to study, that Marx absorbed his early 
socialist ideas. The industrial revolution that was then going on mainly 
in England was to play an essential role in helping to bring about the 
full development of socialism into a really potent, mass movement, but 
as yet that role and result were mainly in the future. 

. Marx, then, first acquired the ideas or beliefs which made him a 
^ socialist from earlier socialists; and he retained or continued, as one 
integral part of the new system of thought which he created, much 
that he learned from them. Yet he called them all, half scornfully, "uto- 
pian" socialists, and set out, himself, to make (his) socialist thought 
"scientific" instead of "utopian"; and it is of first importance, in the 
study of his system of thought, to understand exactly what he did and 
did not mean by this. He did not mean to condemn as "utopian" the 
aims or ideals of the earlier socialists — their vision or visions of the new 
good society of the future, to be sought or worked for as the goal of 
the movement — or mean to imply that anything in this part of their 
thought was "utopian," i.e., incompatible with permanent, human- 
social realities and real possibilities and thus destined to remain forever 
i impracticable or unrealizable. In fact, to those of us who do regard 
the dream of the anarchist-socialist "heaven on earth" — the perfectly 
I harmonious, cooperative society of entirely or absolutely free, ungov- 
(erned (uncoerced) individuals, all spontaneously and happily working 
I together with ideal efficiency and wisdom for their common good, and 
/ achieving universal and steadily continuing, abundant prosperity and 
I happiness — to those of us who do regard this dream or vision as "uto- 
pian," in the sense meaning forever incapable of being realized, the 
Marxist vision of the final goal to be attained is "utopian" in the same 
sense, for it is the same. Marx took this over from his forerunners, and 
never altered it or meant to criticize it. What he regarded as "utopian" 
— unrealistic and impractical — ^in their outlook and resulting behavior 
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was only the character of their ways or methods of working for attain- 
ment of the goal, and of their underlying views or presuppositions as 
to how great social changes are and can be brought about. 

True, full sons or heirs of the Enlightenment, the pre-Marxian so- 
cialists generally were naive 'rationalists’' who thought it would be 
sufficient (i) to work out in exact details, or "blueprint,” the required 
organization of the ideal society and plan for the activities, relations, 
work, and behavior of its members; and (2) by persuasive, rational 
argument in public for the plan, to convince and convert, gradually, 
more and more people, of all kinds and classes; and so (3) eventually 
to bring about adoption or enactment and then execution or realization 
of the plan — ^reorganization of all actual social life in accordance with 
it — by general, common consent or agreement. One other step had 
indeed been inserted and emphasized by various leaders and groups, or 
in much of the movement; the first small groups of converts or devoted 
socialists were to found or construct actual, small, ideal communities, 
in more or less remote, previously unsettled or unoccupied areas, and 
so organize and conduct them and all life in them as to demonstrate by 
successful example, to the wider world, the real possibilities and merits 
of the plan. A good many such experiments were tried in widely sepa- 
rated places and under diverse auspices and conditions in the first 
decades of the nineteenth century. Most soon failed and collapsed; 
a few had longer lives and some success in the eyes of some members 
at least, but none brought stunning success or vastly impressed any 
great, wide public. But for the more typical, pre-Marxian socialists — 
those among them who went in for it at all — this kind of activity was 
to be only one part of the process of using "reason” to work out, and 
then to persuade mankind to agree and act to realize, the "true” vision 
of the ideal society and way of living. 

To Marx, however, it seemed preposterous — clearly contrary to all 
realistic knowledge and understanding of human beings, societies, and 
history — to suppose that a radical transformation of all long-established 
institutions and all the familiar features of whole great societies and 
the situations, habits, and lives of all their members could ever be 
brought about in that simple way, through reliance solely on "rational” 
formulation of the plan or pattern of the new society and "rational” 
arguments for it, addressed to the minds of members of all existing 
classes alike or indifferently. For to his mind it was clear and certain 
that those ideas and beliefs which can effectively exist in or enter the 
minds of any large mass or class of men and control their actions must 
necessarily arise from, or at least agree or correspond with — be made 
convincing to them by — their own real, objective environments, cir- 
cumstances, conditions of life, and experiences. Therefore they can 
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change or be changed radically only if, when, and as those underlying 
' materiah^ causes of their mental states first undergo the changes re- 
quired to make their minds really receptive to the other, new, or differ- 
ent ideas and beliefs. The prosperous, comfortable classes, mentally 
conditioned by their environments, circumstances, and experiences to 
believe (sincerely) in the general excellence of their existing societies, 
could never — as long as those causes of their views or attitudes remained 
the same — ^be led intellectually, by any amount of argument or reason- 
ing, to become socialists or to accept the changes proposed by the so- 
cialists.^ There could be no real communication with them, or mutual 
understanding of each other's ways of thinking between them and the 
socialists; 'reason" could not bridge the gulf, because the most basic 
assumptions reasoned from in the two camps respectively — and formed 
in the case of the typical rich man by his economic situation and inter- 
ests — ^were utterly different and incompatible. In existing societies the 
only people to whom, in large numbers, the philosophy of socialism 
could be made intelligible and convincing were the poor and distressed 
workers or laborers, who lived in the midst of and knew and felt the 
mass of evil in the existing societies, and were therefore mentally re- 
ceptive to the idea of and arguments for a radically different kind of 
society. And even the workers would not become in really vast num- 
bers fully interested, informed, convinced, and militant socialists — no 
matter how much they were preached to or reasoned with — until, as 
would happen in time, the evils in the existing capitalist societies be- 
came far worse than they were as yet, and made the lot of the entire 
working class humanly intolerable, and thus really opened the minds 
of all its members to the truths of socialism. 

All history, Marx thought, proved that radical or far-reaching trans- 
formations of old social systems always have come about, and that the 
new one sought by socialists will in time come about, in this, the only 
possible way. There is always a dominant class of creators, beneficiaries, 
and defenders of the old system, and an oppressed class of sufferers from 
its faults or evils. The system, too faulty to be able to last permanently, 
grows worse and more unworkable .and indefensible through its own 
spontaneous, natural evolution and degeneration, while at the same 
time its changes prepare the way or foundations for the new and better 
system destined to supersede it. Then finally the oppressed class (always 
the larger of the two) becomes fully conscious of its true interests and 
the true conditions of their satisfaction or fulfillment; it becomes or- 
ganized and militant, and prepared to initiate and carry out an intelli- 
gent, effective revolution. By this time the dominant class and its system 
have become so weak and discredited that the revolution succeeds 
easily, and the formerly oppressed but now triumphant class proceeds 
to create or build up a new social system, adapted to its needs, in the 
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place of the old one which it has destroyed. In every fast revolution of 
this kind the revolting class had had or had come to have beneath itself 
in the social scale, a still lower class which it could in its turn control 
and exploit for its own ends; and so it had made its new social system 
one establishing itself as the new dominant class, and repeating or 
renewing with variations some of the worst features of the old, destroyed 
system — ^until this in its turn should degenerate and be overthrown 
by the now oppressed class. But the future socialist revolution to be 
carried out by capitalism’s working class or proletariat would be the 
last one of the historic series and would have a different outcome, be- 
cause this working class was at the very '"bottom” of society and could 
have no still lower class to rule over and exploit. In overthrowing the 
rule and system of its oppressors and bringing them down within its 
own ranks, the victorious mass of workers would forever end all class 
divisions in society, and make the new system, socialism, a classless 
society of equals — all workers only — ^in which no oppression, injustice, 
or internal conflicts ever would develop.^ 

I have been running ahead of my story, however, or anticipating 
much that will have to be spelled out more thoroughly hereafter. I 
could hardly bring out the issue of difference between the earlier "uto- 
pian” and Marx’s ""scientific” socialism or form of socialist thought 
I without doing this. The point is, Marx held that his socialist forerun- 
ners, while in general more or less rightly conceiving the goal of man- 
kind’s social progress, had lacked any true or realistic understanding 
of the route toward that goal, i.e., of the ever-on-going historical process 
of social change and the practical, effective way of working within and 
I with that, to help it along toward the goal of the socialist movement. 

1 And so in setting out, himself, to make socialist thought ""scientific” 

I instead of ""utopian,” he was setting out to create or found a ""science” 
I of all (past and future) human history or social evolution, and of the 
! proper, effective strategy and tactics to be used by the socialist movement 
in each stage or phase of that unfolding process, to accelerate and guide 
it. Now the basic part of the intellectual equipment which he brought 
to this task or undertaking, and changed in his own way to make it suit 
or serve the purpose as he went along, was Hegel’s philosophy of his- 
tory, which Marx had learned or absorbed as a young German university 
student. I must now try to convey as briefly as I can a real glimpse or 
glimmer of understanding, first, of Hegel’s, and then of Marx’s changed 
or different philosophy or theory of all human history. 

* As the source o£ all I have said in this paragraph, see The Communist Mani' 
festo, by Karl Marx and Friedrich Engels. Originally published (in German, of 
course) in 1848, there are many modem English editions. One of the best is 
Harold J. Laski, of. cit. 



HEGEL AND MARX PHILOSOPHIES OF HISTORY^ 

It is probably especially difficult for most American minds to grasp 
or understand such intellectual constructions as these — the Hegelian 
and Marxian philosophies of history — because American culture is 
almost devoid of the kind of feeling for or sense of history — of the hu- 
man past as the all-important and intelligible source of the human 
present and the human future — and devoid also of the bent toward and 
faith in philosophy as the effort to understand everything through an 
intellectual system of abstract, general ideas or principles. Both of these 
factors are prevalent and deeply embedded in European culture and 
were combined in their special ways by Hegel and by Marx. First let 
me speak briefly of the difference of American and European attitudes 
to history. In a sense the typical American outlook tends to be ' unhis- 
torical.^^ This, I think, is itself in part a consequence of one of the key 
facts of American history, viz., that our society and culture have been 
created by ex-Europeans intent on leaving the European past and every- 
thing past behind them, forgetting it all, and starting afresh in this 
'new world'^ to build here, "from scratch,'^ a new and different, not 
tradition-bound but forward-looking, progressive, and self-sufficient 
civilization. American thoughts when ranging at all beyond present or 
current preoccupations have generally tended to be concerned with the 
future only, and not with the past. The future is conceived not as a 
continuing outgrowth from the past, inevitably determined or condi- 
tioned by it, but as something to be shaped at will by the collaborative 
efforts of living, free men, all unwedded to and uncontrolled by any 
compelling historic past. And it is really a part of all this, not a contra- 
diction of it, that the always-thus-far dominant American social, moral, 
and political philosophy was first created by the late-colonial American 
participants in the eighteenth-century European Enlightenment. This 
was, in its own way, an unhistorical or ahistorical intellectual movement, 
endeavoring to understand or grasp in theory and realize in practice, not 
what the future must be as a product of the past, hut the timeless or 
eternal, right or rational, general way or plan of human living, which 
had never yet been truly realized in practice anywhere, but could and 
should be conceived, agreed upon, and established once and for all, by 
all "enlightened’^ men, emancipated from the follies of the past. In the 

^ There is a voluminous literature on the subject of this section; but I know of 
no one item, or few items, in this literature, covering the ground that I cover in 
this section in a comparable way, or relevant enough to my entire discussion to 
make it useful to cite it (or them) here. But an interesting, brief discussion, sup- 
plementary in a way to mine, may be found in the chapters on Hegel and Marx 
in G. H. Sabine, A History of Political Theory (New York: Henry Holt and 
Company, Inc., 1950). 
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development of European culture the ahistorical, rationalistic Enlight- 
enment was a transitory episode soon overwhelmed by reactions after 
and against it, and new developments leading away from its point of 
view. But the United States of America was largely formed within and 
by it, and has retained that point of view in a unique degree, to the 
present day; for the subsequent, opposing or divergent, European in- 
tellectual movements have all had only limited amounts of influence in 
or upon this country. And America has been able, so far, to continue 
its own progress for the most part happily along or wdthin the lines 
foreshadowed in the initial vision of its founding fathers. And while 
remaining loyal to that vision, it has felt little need to develop or change 
the vision or philosophy itself much further, or to continue much of 
the kind of intellectual activity which first created it — or to think con- 
sciously of the American future as one to be determined by the American 
past, or to think much about the past at all. 

Then too another factor of a different kind in the production of the 
unhistorical American mentality has been the simple fact that the mobile 
or migratory American people, living in newly settled and developed 
areas and continually, rapidly changing all their artifacts and physical 
surroundings, have thus far accumulated no great mass of ancient 
monuments, cities, houses, furnishings, art works, etc., to remind them 
constantly of age-old customs, feelings, and beliefs and so make history, 
for them, a vivid, real, living, continuing affair or process. Europeans 
live in and with their entire history all the time and do not only learn 
about it in schools or from books, but absorb it through all their senses, 
inevitably, daily, throughout their lives. Thus it is understandable that 
in most European thought about social problems there generally has 
been and continues to be a strong tendency to make the study of history 
or of the past and its continuing influence the main foundation on 
which to build an understanding of the present and programs for the 
future. The temporary, partial departure from that practice during the 
Enlightenment, induced by the early flood tide of confidence in the 
power of the then new ^modern scientific'^ method of inquiry in all 
studies, to equip ^'reason" for discovery of the permanent, general pat- 
tern of all nature and for all 'rational" human societies and conduct, 
soon subsided in Europe. There was a return to — even newly intensi- 
fied and more systematic — studies of history and the historically con- 
ditioned, on-going process of social change, or efforts to discover not 
any permanent or timeless pattern of what ought to be, but rather the 
pattern of the (past and continuing) historical process itself. 

The "age of reason" was immediately follow^ed, in Europe, by the 
golden age of history as a study or discipline; and "historical schools" 
or movements advocated "the historical method" in all social sciences, 
which came to be widely regarded as in fact the one true "scientific 
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method’^ in or for them. Hegel's philosophy of history played its part 
in or influenced much of that general development; and Marx \vith 
his revision or variant of the former also became a strong participant 
in or contributor to the latter. The feeling that only those who first 
equipped their minds with full knowledge and understanding of the 
past would be able to foresee and influence the future became prevalent 
not only among conservative scholars and thinkers (Hegel on the 
whole was one of these) who loved much in the European past and 
wanted to see it perpetuated, largely or with only moderate changes. It 
prevailed equally among even the most radical intellectuals, who 
thought of immense changes away from the mainly evil past and present 
as necessary for the welfare of mankind, but felt, as Marx among them 
felt, that all realistic, practical, or effective efforts to bring about the 
required changes must be guided by understanding of the processes 
through which great changes had been brought about within the past. 
For Marx, as we know, the fidelity of his new form of socialist thought 
to this point of view was the essence of its '^scientific" character, as 
opposed to the "utopian" character of the eariier socialist thought which 
instead was faithful to or exemplified the earlier, common point of view 
in the Enlightenment. And it has been, in part, because Marx in this 
respect moved with the general movement of European thought, away 
from pure "rationalism" and into "historicism" — which has never oc- 
curred to any comparable extent in this country — that the system of 
thought created by Marx has commanded widespread, ready under- 
standing and respect among European — but not among American — 
intellectuals and scholars. 

American ejfforts, however, to understand such things as either Hegel’s 
or Marx's philoso'phy of history tend to be still further handicapped by 
the common American lack, not only of the general European, all- 
pervading, and profound concern with history, but also of the kind of 
interest and faith in ambitious, systematic, philosophical inquiry that 
has always been and remained prevalent in European culture; and 
Americans lack, above all, the combination or union of those two great 
interests or intellectual passions, which produces philosophies of his- 
tory. The relative feebleness of the typical American's interest in phi- 
losophy, as well as that of his interest in history, may also be due in 
part at least to the peculiar, continuing influence of the Enlightenment 
upon or in all American culture. For although the cosmic, social, and 
moral philosophy — the classical liberalism — ^which was dominant in 
the Enlightenment, and has remained the foundation of traditional 
American thought-and-feeling about all public affairs — although this 
was and is a philosophy, it has been from the outset a simple, limited, 
supposedly complete and final, self-satisfied philosophy to end phi- 
losophizing. It has been an almost positivistic outlook, tending to dis- 
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miss, as insoluble and unimportant, the profound riddles that all more 
ambitious systems of philosophy have striven to solve. 

Moreover, whereas in Europe the Enlightenment was followed by 
revivals or new movements of philosophical thought of that other, 
more ambitious or more boldly and profoundly speculative hind, the 
strongly prevailing trend in the subsequent development of American 
culture has continued or gone on further, from the starting point of the 
Enlightenment, in the positivistic, antiphilosophical direction. The 
romantic movement produced in Germany, above all, and to some 
extent in Europe generally, a great renaissance of visionary, specula- 
tive efforts of all-embracing, philosophic thought, and was as a rule 
contemptuous of and hostile to the simple mode of thought of the En- 
lightenment. In America the same movement produced only such re- 
sults as the essays and homilies of Ralph Waldo Emerson, still in the 
main in tune with the Enlightenment and only tingeing the outlook 
carried on from the latter with a bit more of romantic fervor or en- 
thusiasm — and asserting only, without arguing for them, collections 
of afergus or insights, and hence not really amounting to philosophical 
thought in the systematic sense. And the greatest and most typical of 
American's later or more modem philosophers, William James and John 
Dewey, have carried the not all-out speculative hut applied-scientific- 
practical bent of most American thought into the very citadel of phi- 
losophy itself. Meanwhile, in general, American public thought about 
public affairs, while continuing a certain amount of ritualistic use of 
or appeal to moral-philosophical ideas of the kind carried on from the 
Enlightenment, has ceased long since to include any fresh or living, 
philosophical endeavor to further develop, modify, or add to that old 
fund of such ideas, or adapt and apply them in new, creative ways to 
the novel elements of contemporary problems. But I have said enough 
about the American as opposed to the European attitudes to philosophy 
per se and to history per se, and must now conclude this digression or 
detour with a word about the American lack of readiness to understand 
the kind of union of the philosophical and historical interests which 
led Hegel and Marx to work out dieir philosophies of history. 

Despite the general prevalence in American culture at large of rela- 
tive indifference to history, American scholarship and education have, 
of course, continued to include a certain amount of development of 
historical research and teaching or cultivation of history as an academic 
discipline. But in general the American professional historians have 
been in the vanguard of the general trend of thought among profes- 
sional historians in all countries, in recent times, toward extreme cau- 
tion, skepticism, or modesty about developing or accepting any large 
generalizations purporting to exflain historical events and their inter- 
connections and the over-all movement or course of history. The study 
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of history, within our culture, has increasingly been thought of as a 
matter of establishing the true, complete, detailed record of actual past 
events, but of doing (almost) nothing more than that. One may play 
cautiously with tentative theories as to why and how particular events 
or developments came about as they did, but the confident, ambitious 
search for ''historical laws'' or any sovereign key to the whole course of 
history is frowned on or smiled at by historians of this way of thinking, 
who dominate their guild, above all in this country. There is much to 
be said for this attitude, and I am not arguing in favor of the opposite 
point of view of a Hegel or a Marx, but only trying to open the minds 
of American readers to it or suggest that it may be understandable and 
worth considering. In their different ways, Hegel and Marx each tried 
and claimed to open up a way to understand or ex'plain the human past 
— ^how and why all human societies and civilizations have developed, 
thus far, as they have; and through understanding of the past-and-con- 
tinuing processes of social change, they tried to foresee much oi the 
human future in its general outlines. With the aid, moreover, of all 
such knowledge, understanding, and foresight, they hoped to fartici- 
'pate in the detailed shaping of that future, intelligently and effectively. 
Now let us try to see first how Hegel, and then how Marx, went about 
creating and using the intellectual master tools supposedly required and 
adequate for this ambitious undertaking. 

In this connection we must try to understand (i) the aspect of 
Hegel's philosophy — "idealism" in the technical, philosophical sense 
— which Marx rejected and replaced with its opposite, "materialism" 
(and thus to understand the latter also), and (2) the other aspect of 
Hegel's philosophy — the idea or theory of the "dialectical" nature of the 
historical process — which Marx retained, with the adaptations required 
to make it consistent with his "materialism" instead of with Hegel's 
"idealism." The Hegelian philosophy of history was "dialectical ideal- 
ism," and the Marxian scheme is "dialectical materialism." Let us first 
consider "idealism" and its antithesis, "materialism,” and then try to 
grasp the all-important (in both philosophies) idea of the "dialectical," 
historical process. Here I shall boldly skip or evade the deeper phil- 
osophical issues and difficulties, and not try to present more than a, 
doubtless, very superficial account of these matters, which I think may 
be sufficient for our purpose here. Crudely stated, the question at issue 
between "idealism" and "materialism" is that of whether, in the world 
of all that is or can be experienced by human beings, the physical part 
or the mental part has the prior and more fundamental "reality" and 
causal efficacy, or which of the two parts or components of the whole 
(the experienceable world in its entirety) "essentially" precedes and 
engenders the other. Is the material or physical universe only a pano- 
rama of results or products of an underlying, all-pervading, indwelling, 
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creative^ mental, or spiritual activity, for the most part divine but in a 
small part human, which develops systems of ideas and gives them 
material embodiments of exemplifications r* Or is the material universe, 
on the contrary, the fundamental reality or set of realities existing from 
and to eternity, and a self-developing system, which engenders all 
human, mental life as merely one of its results or by-products? To many 
of us this seems a both unanswerable and unnecessary question. In all 
human^ experience both the physical and the mental ^‘realities” seem 
to be there from the outset, together, and to act reciprocally upon 
each other; and the two kinds of monistic, speculative systems, ^fideal- 
ism and materialism,^ seem equally unprovable and improbable and 
to be rejected. But to understand the ideas of Marx we must under- 
stand what idealism^^ meant to him, why he rejected it, and what lay 
behind his insistence on the viewpoint of 'materialism.'' 

For Marx, I think, "materialism" in philosophy was associated with 
all modern science and all intellectual and social progress, or advancing, 
realistic, and practical understanding and mastery of the material world, 
and resulting growth of the power of mankind to improve the material 
or mundane welfare and happiness of all human beings. And for him 
"idealism" in philosophy was associated, on the contrary, with religion 
and all ancient, antiquated superstitions and forms of unrealistic dream- 
thinking. To his mind, it served the purposes of intellectually and po- 
litically "reactionary" people in the upper and middle classes, who 
wanted to maintain or restore a ruling climate of opinion throughout 
society which would divert the minds of the poverty-stricken millions 
away from their material miseries to concentration on "spiritual" mat- 
ters, and thus keep them contented, docile, and easy to rule and ex- 
ploit. The sociological function of religion, Marx held, is always that 
of helping to buttress the position and power of the dominant class, by 
acting as "the opiate of the people," or by deluding the subjugated and 
exploited millions with dreamlike false beliefs which keep them happy 
and undisposed to rebel and make realistic efforts to improve their own 
situations or act intelligendy in their own real interests. In the Middle 
Ages, the Church and the religion taught by it to the people had in 
that way supported the feudal lords and their regime. In the more 
recent past and the current (Marx's) time the insurgent hourgeoisie 
had first come near (in the Enlightenment) to general rejection of 
Christianity and all religion and adoption in their place of a modern- 
scientific, "materialistic" philosophy or outlook. But in the process of 
destroying all that was left of feudalism and its civilization and creating 
in their place the new economic-and-social system, capitalism, and the 
bourgeois civilization going with that, the new dominant class had 
later begun to revive Christian, religious, and idealistic, "spiritual" 
beliefs, in new or modified forms, and had begun to work to indoctri- 
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nate or reindoctrinate "'the masses” with them, in a more or less con- 
scious or unconscious effort to buttress their class power and regime by 
supplying ‘"the masses” with an effective “opiate.” And the German 
idealistic philosophy, of Hegel and his forerunners, appeared to Marx 
— in this aspect, as idealism — to be just an aid to that reactionary 
revival of religious faith, i.e., a sophisticated, philosophical version of 
religious thought, attractive to advanced intellectuals and serving to 
swing many of them into line with, and thus give prestige to, the re- 
invigoration of popular religion which served the interests of the capi- 
talist class. 

Now there is, I think, alas, although by no means complete truth, 
an uncomfortable degree of truth in this Marxist view of the historic 
social and political role or effects of organized religion and philosophies, 
such as the “idealism” also condemned by Marx, on the whole related 
and friendly to it. The churches and many religious thinkers, leaders, 
preachers, and teachers of the people have too often made religion, as 
represented by them, an unduly conservative force or influence in so- 
ciety, too fully or uncritically sanctioning and “sanctifying” existing 
and traditional institutions and the current mores of the upper classes. 
Exaggerating and twisting the proper religious stress on spiritual or 
high, unworldly values or ideals as opposed to the mere pursuit of mate- 
rial wealth and worldly pleasures into the view (affecting the poor as 
an “opiate”) that wealth and poverty have no importance anyway, 
they have often tended to confuse ethical virtue, for the mass of the 
people, with docile obedience to their social superiors. Although this 
class of perversions of Christianity (and of other religions, too) has 
been much too common in history at large, and the Marxist attitude 
in this matter is thus understandable, still this has never been, by any 
means, the whole, true story. Christianity at least, in its truer, purer 
forms, has repeatedly shown its power to act in a quite opposite way 
as the inspiring source of a practical, high ethical-social idealism lead- 
ing to sustained, effective work for progressive social reforms of count- 
less sound kinds, and endless progressive advancement of mass-popular 
welfare and toward full justice from and to all members of society. Also 
there have been many Christian or Christianity-inspired “radical” 
movements with creeds and programs which one may question or criti- 
cize as regards their wisdom or soundness while fully respecting their 
adherents; e.g., much non-Marxian but genuine “socialism” — much of 
British socialism especially — ^has drawn its main inspiration directly 
and unmistakably from simple Christian ethical convictions. 

J The great error of Marx and all his strict disciples in this whole con- 
nection has been to regard the historically too common or frequent, 
extremely or purely conservative, or existing-regimes-supporting role 
of organized religion as arising necessarily from the essence of all 
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religious (and ^'idealistic’' philosophic) thought. In fact this has been 
merely a matter of ferversions of religious-moral teachings attributable 
to the connections of churches and their clergies with existing regimes 
and ruling classes and resulting absorptions of the moral-political preju- 
dices prevalent in the latter into their official teachings. There is really 
no logical or other necessity whereby every religious faith, or religiously 
inspired philosophy, must lead or issue into conservative or antipro- 
gressive social and political attitudes and precepts. The belief that the 
ultimate ‘reality,” and that which has the primary causative power 
throughout all nature and all human life and history, is "spiritual,” and 
that the "material” world is merely the procession of its transitory 
products, creations, or manifestations — this general basic belief can be 
developed, with equal ease, in all kinds of ways and directions, and 
lead to moral-political “conclusions” of any degree of conservatism or 
radicalism. Nor do modem science and "progressive” thought really 
have any logical or other necessary connection with philosophical "ma- 
terialism.” Still, it is possible and worthwhile to understand the origins 
and surface plausibility of these basic tenets of Marx’s thought, even 
while rejecting them as false. 

But I must now return to Hegel and take up the other "dialectical” 
part or aspect of his idealistic-and-dialectical philosophy of history: the 
idea, in his form, of the "dialectical” nature of the onward movement 
of all human history. In its original or first usage, in ancient Greek 
philosophy, the idea of "dialectics” was the idea of the intellectual 
process of argument, debate, or controversy between two persons. They 
start as exponents of mutually opposed or opposite or antithetical doc- 
trines, but in the course of the debate, they learn from and make con- 
cessions to each other, or correct or modify each other’s views by the 
convincing power of logical reasoning. They finally converge into agree- 
ment in a third view, distinct from the initial views of both disputants, 
but representing a superior "synthesis” of the valid parts or elements of 
both of those initial views — the "thesis,” at first asserted by one party, 
and its "antithesis,” at first asserted by the other. 

Now Hegel as an "idealist” believed that within all human history 
as an on-going process, the history or development of thought or ideas 
underlies and produces all the rest of the process. He also believed that 
this fundamental or primary causative part of history, i.e., intellectual 
history or progress, all proceeds in the "dialectical” way in that ancient 
Greek sense, and gives to all history the same "triadic” form or pattern 
or law of movement — ^progressive resolution of the conflicts of opposites 
through achievements of syntheses of the original theses and antitheses, 
with the syntheses becoming new theses which provoke and conflict 
with new antitheses until still newer, broader, and higher syntheses re- 
sult, etc. Hegel, in other words, built his philosophy of history upon 
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his view of the history of philosophy. Philosophy (and all intellectual 
life and achievement) advances through controversy or (in the literal 
Greek sense) dialectical discussion: a first school of thought develops a 
highly imperfect system of ideas, containing some true insights but 
also much of ignorance and error; then its defects provoke opposition 
and the formation of a school with the opposite beliefs, and the two 
are in conflict. The debate between them results in a synthesis, superior 
to and contributed to by both the first and the second systems; but this 
is still imperfect and provokes new opposition and the process is re- 
peated. And as this is the method and pattern of all intellectual progress, 
that of history or social evolution or progress, being all created and 
controlled hy intellectual progress, has a similar pattern. In one epoch, 
one people, nation, or society develops a culture, ethos, ideology, or set 
of controlling ideas and beliefs and ideals, and imperfectly realizes or 
embodies them in its actual institutions, practices, and material crea- 
tions. But the faults of this special civilization, and the underlying 
defects of the intellectual vision it is based on, cause a neighboring 
nation to develop a culture, etc., antithetical in spirit to the first one, 
and there is conflict — perhaps including war — between the two. This 
culminates, through conquest of one by the other, or otherwise, in a 
synthesis of the good insights and achievements of both cultures — and 
the process goes on in this way. Hegel had a vast knowledge of Euro- 
pean history and construed or explained it all on lines of this kind, 
with much plausibility and real insight. But we need still to look at 
other backgrounds and facets of his b^sic, general idea of the ^‘dialccti- 
caf^ movement or law of all historyy^ 

What I have thus far suggested is only a partial explanation of that 
idea, arrived at by considering only Hegel's view of all human history 
and ignoring, for the moment, the rest of his broad philosophic system 
— or view of dl existence and dl process, i.e., the natural universe and 
its evolution as well as human civilization and its evolution. Now to 
glimpse the meaning of his all-embracing, basic, generd idea, that dl 
process, history in that sense, or evolution is '‘dialectical," we need, I 
think, to glance first at an older, pre-Hegelian, common or prevalent 
belief of most earlier philosophers, which Hegel revised or modified. 
This older belief was or may be called the metaphysical “rationalism" 
which supposed that rationality, or logical consistency (among all the 
parts of the whole), is a necessary characteristic not only of any valid 
system of human thought about the universe, but also of the real, ob- 
jective universe itself. Reality is rational; whatever does or can really 
exist or occur is necessarily consistent, compatible, or in harmony (not 
in conflict or “contradiction") with all other realities or real occurrences. 
The first “law of logic," that no two mutually contradictory or incon- 
sistent propositions can both be true, was thought to presuppose or 
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involve an underlying “law of nature” to the effect that incompatibles 
—things naturally bound to destroy each other — cannot coexist. 

According to Ilegel, this is true about the final, permanent system of 
all fully realized or perfected “realities” which is C^re) in process of 
progressive realization in the cosmic-temporal process of evolutionary 
change of all temporary actualities; but the premise of consistency or 
absence ol contradictions or conflicts is not true about the temporary 
actualities or the parts or elements of and factors in the on-going proc- 
ess of evolutionary change, itself. On the contrary, within that process 
as distinguished Irom its goal or destiny, conflicting opposites are always 
everywhere at work compelling changes in each other, and this is pre- 
cisely the basic cause or explanation of all process, change, or evolution. 
Human thought evolves toward discovery of the internally consistent 
system of all perfect truth or knowledge through a “dialectical” process 
in which conflicting views of partial truths compel (with evidence and 
logic) revisions of each other and unite their contributions. And in 
the same way all changeful existence evolves toward realization of the 
self-consistent, Iiarmonious universe of perfected beings through a 
“dialectical” process in which the conflicting, imperfect, temporary 
parts of all current existence in each passing time compel each other to 
change tow'ard compatibility or harmony and union with each other, 
riie goal or destination of the evolutionary process is achievement of 
full rationality, consistency, or harmony; but the cause of continuing 
chtinge in that direction is precisely the long-run instability or non- 
viability of etich new state of the world that is still convulsed with 
internal conflicts. 

Now Marx regained that basic, general, Hegelian idea of all evolu- 
tionary change as impelled by conflicts but toward a final harmony; but 
he disagreed in two rc-spects with Hegel in working out its application 
to human history or social evolution. In the first place, his “material- 
ism” as opposed to 1 k'gel’s “idealism” entailed, in this field, a reversal 
of Hegel’s vit'vv of the relation between developments in the mental 
or subjective sphere of prevalent ideas, beliefs, and attitudes, and de- 
velopments in the objective sphere of actually existing social systems 
and conditiotis. I legel stressed the dependence of the latter on the 
former; Marx, the dependence of the former on the latter. On this ques- 
tion Marx said he had found Hegel standing on his head and turned 
him over and set him upright on his feet. To Marx it seemed an “up- 
side-dov\’n” vi<*w to suppose that the ideas, beliefs, and feelings within 
the minds of men in great numbers first change, somehow, by them- 
selves, and then cause the millions, newly animated by tho.se ideas, etc., 
to change or reshape their societies. The “right-side-up” view, he 
thought, was th:it as actual social systems and conditions change or 
evolve (in the way that he set out to explain), this causes changes of 
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the experiences and, in consequence, of the ideas, beliefs, and attitudes 
of men in their millions. Their new or altered outlooks 'reflect'^ their 
new or altered, real situations in their real, existing, and changing 
societies. Although their changed beliefs, etc., do affect their behavior 
and thus affect or react upon the objective social change or evolution, 
still this role of the mental or subjective factors in the latter process is 
derivative and secondary; they count or are effective only as interme- 
diate links between earlier and later states of the real societies, and 
never as the original or primary fundamental causes of change in the 
latter. Men s mental states react upon, but are first formed by, their 
‘ materiak' environments and circumstances; man^s consciousness does 
not determine his existence — on the contrary, his existence determines 
his consciousness. But now I must speak of the other, second, important 
difference of Marx's from Hegel's theory of the human-social, past and 
on-going historical process. 

The social groups or units emphasized in Hegel's theory were nation- 
states (in modern times) or their nearest equivalents (in more remote 
past times) — entire societies, in their areas or habitats, internally 
united and divided from other such societies by their special languages, 
cultures, traditions, etc. And for Hegel, accordingly, the conflicts of 
main importance in the ^'dialectical" evolution of all civilization were 
the conflicts of or among these units — international rivalries, wars, etc. 
Antitheses between, and syntheses of, rival national civilizations were 
impelling world history toward production of an eventual, single, rich, 
and harmonious world civilization. But in Marx's theory of the history 
or past and future of mankind, the groups or units emphasized were 
social classes, internally dividing all nations alike, or the world as a 
whole without regard to national frontiers and distinctions. And the 
main conflicts through which the "dialectical" evolution had gone on 
and would go on to its destination, were "class struggles" between the 
ruling or dominant and the submerged, oppressed, and exploited classes 
of successive epochs — slaves versus masters in antiquity, peasants and 
burghers versus feudal lords in the Middle Ages, and wage-earning 
workers versus capitalists in the modern epoch. 

MARXES SOCIOLOGY, OR ^ECONOMIC INTER? RET ATION^^ AND 

'class struggle theory' of history® 

It is now time, however, to pass on beyond this outline of Marx's 
basic, but only very general and speculative philosophy of history— 

^This section is heavily indebted to J. A. Schumpeter^s chapters on Marx, 
forming part i of the former's Capitalism, Socialism, and Democracy (New York:' 
Harper & Brothers, 1950); and also to M. M. Bober's Karl Marxs Interpretation 
of History (Cambridge, Mass: Harvard University Press, 1950). 
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his “dialectical, historical materialism" — to consideration of his further 
and connected, but different, social-scientific work and theories — his 
far more specific and fully detailed, systematic, logical elaboration of 
his views, and eflorts to support or confirm them through much schol- 
arly, historical research. And within this part of his work or system I 
take u[), first, the core of what may be called his “sociology” — the thesis, 
principle, or doctrine ol his “economic interpretation of history.” This 
needs, I think, to be distinguished from, although it is related to, his 
philosophical thesis, “historical materialism,” which has already been 
described. The latter was, on its very high level of abstraction, his broad- 
est, general, heuristic principle about, or guide to the understanding 
of, all human history; and his “economic-interpretation” thesis was, 
on its somewhat lower level of abstraction, his particular and more 
detailed application of his “materialistic” point of view in the work of 
trying to explain all kinds of historic developments or changes of the 
institutional set-ups, cultures, “ideologies,” politics, and policies of hu- 
man societies. The. ground for assigning this “economic-interpretation” 
thesis to the liekl of “sociology” rather than to that of “economics” is 
that, although it relics on “economic” factors to explain the extracco- 
nomic or noneconomic, institutional, sociocultural, and political de- 
velopments which it is about, or concerned to explain, still it is 
concerned with explaining the latter — phenomena that we generally 
think of as within the subject matter of “sociology,” and not those 
within that of “economics.” It is true that Marx would have objected, 
and his followers do object, to this distinction within, or way of dividing, 
the whole body of his social-scientific work and doctrines. For Marxist 
orthodoxy the whole system is one single, “seamless" whole — a fully 
unified social-economic or at once economic and complete social “sci- 
ence.” But I think it need not at all distort, and may help, our under- 
standing of the system to divide it, in accordance with the now (for 
most non-Marxists) more usual and familiar, modern habits of in- 
tellectual specialization and resulting categories, into the part that is 
“sociology” and the part (to be taken up last in this chapter) which is 
or belongs to “economics” proper. It is, then, as the core of Marx’s 
“sociology” that I now take up (i) his theory affirming an “economic 
interpretatiem” or explanation of all other-than-economic developments 
in human history, and (2) his closely connected, subsidiary theory of 
the “class struggles” through which, according to his views, changes of 
economic systems and conditions have caused or led to all broader 
social and cultural changes. 

Now the first step toward understanding of the Marxian “economic- 
interpretatitm” thesis must be to clear out of the way a common but 
unfounded misconception. Marx did not hold the theory that the eco- 
nomic (or acquisitive) motive, so-called — the desire or greed for wealth 
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or economic gain — is the dominant ''force’^ in all ''human nature’^ and 
the main underlying cause of all human feelings, thoughts, beliefs, and 
deeds. This cynical theory that "the profit motive’^ in the members of 
societies accounts for everything that they do and bring about in the 
working and development of their societies and civilizations is not 
the authentic Marxian "economicdnterpretation'^ theory, at all. Accord- 
ing to Marx, the peculiar, excessive development and strength of the 
economic-gains-seeking-and-accumulating motive, in the members of 
the class of capitalists or businessmen, in the part or period of history 
dominated by the special, transitory, capitalistic economic and social 
system and civilization, is an abnormality or aberration peculiar to that 
epoch and class and culture, and not a universal and permanent, inher- 
ent trait of "human nature.'' His "economic interpretation" was meant 
to explain all history, not the "capitalist" part of it only, and hence the 
basic reference is to something else, not this economic "motive." His 
fundamental idea in this connection was, in fact, that the objective 
economic conditions, situations, or circumstances in which people live 
so strongly affect or color all their experiences, thoughts, and desires 
or motives as to play the main role in forming their outlooks, characters, 
and conduct. The diverse economic lives and situations of rich men and 
poor men inevitably cause them to develop widely diverse and mutually 
contradictory ways of understanding and reacting to all occurrences. 
And, in more detail, all the different, historic, upper and lower social 
classes of men — ancient slaveowners and their slaves, mediaeval lords 
and serfs, and modern factory-owning businessmen and hired factory 
workers — all in their different times and worlds have been made into 
the different kinds of people they have been or are, and caused to think, 
feel, and behave as they did or do, about all matters of all kinds, mainly 
by the effects upon them of the economic or "material" environments, 
circumstances, and conditions of their lives. Then furthermore, Marx 
held that within the historical process, and as the part of that which 
engenders the rest of it, there goes on a largely autonomous evolution or 
progress of the techniques, methods, and organization of every 
society's processes of production of the material, economic goods its 
members live on. As this economic development goes on, it continually 
changes the roles, relations, and situations of the social-economic classes 
of men and the economic conditions basically affecting their lives, 
and thus changes them as people and causes them to change their beliefs 
and actions and all parts of their societies and cultures, J 
Within the complete structure of every society and its civilization, 
according to Marx, in each period of its history or stage of its evolution, 
the part of the whole which is the "foundation" of all the rest is the 
society's then existing "mode of production" of the economic, material 
goods which its members live on. But the "mode of production" itself 
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has two components: (i) “the forces of production” that are used or 
exerted in it, and (2) “the social relations in production” of or among 
all the human agents having any roles in or connections with it. Ac- 
cepting the usual and probably correct or adequate translation or 
explanation of this terminology, we may identify each level of develop- 
ment of the “forces” of production with that of the techniques or tech- 
nology of physical production employed in the economy. “Social rela- 
tions” would mean the entire complex of institutions — the special 
system of property rights, and all other features of the social-economic 
system or organization of the statuses, roles, and relations of the differ- 
ent classes and groups of men having different functions in or re- 
lations to the process of production as carried on with that set of tech- 
niques, in that society in that stage of its development. The idea is that 
as progressive change and improvement of the technology of production 
goes on — the older, less efheient techniques or methods get supplanted 
or replaced, gradually, with newer, more efficient, and different ones — 
this creates needs for, and tends to bring about, appropriate or adaptative 
changes of the institutional set-up, social organization, or pattern of 
roles and relations of the human agents, to enable the new techniques 
to be used most effectively. But the entire, complete society and civiliza- 
tion includes, besides its economic part or “foundation” (its “mode of 
production” of material goods, involving both the technology and the 
institutionalized human relations) — a complex, variegated, extraeco- 
nomic or noneconomic “superstructure,” i.c., the political and legal 
system and the entire intellectual, spiritual, artistic, and moral culture — 
the society’s sciences and arts, philosophies, religion, morality, etc. Now 
the system of the social relations making up one aspect of the “mode 
of production” is related not only to the technology also included in the 
latter, but also to the “superstructure” or culture, ideology, morality 
polity, and legal order. 

In every nonsocialist or prcsocialist system or “stage” of evolution, 
the social-economic, organizational, institutional, or human-relations 
structure is above all a class structure or hierarchy, with a dominant 
owning and directing class at the top and a much larger but wretchedly 
poor, subordinate, toiling and producing class at the bottom. There is 
pressure from the progressively evolving technology for adaptive change 
of the social relations in organized production; but the anxiety of the 
dominant class to maintain its power position unimpaired becomes a 
source of counterpressure or resistance on its part to the evolutionary 
social reforms or institutional changes which come to be needed for full 
realization of the rising, potential productivity of the advancing tech- 
nology. And from the standpoint of the dominant class, the “super- 
structure” or culture, ideology, morality, polity, etc. — ^which has all 
been created essentially by and for the dominant class and expresses the 
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outlook of its members which results from their circumstances and ex- 
periences — has the function of sanctioning and supporting the existing 
institutions and social relations including the power position of the 
dominant class; i.e., of implanting and nurturing in the minds and hearts 
of all the people the beliefs and attitudes conducive to their loyal ac- 
ceptance and support of the existing order. 

The upsetting effects of technological progress upon that order, the 
growing needs for institutional changes, and the growing fear of them 
on the part of the dominant class as a threat to its power position make 
it increasingly, intransigently conservative and inclined to use its power 
to prevent such changes. But this in turn causes the evolving economy 
or 'mode of production^' to work or function ever more badly, or develop 
increasingly severe "internal contradictions," frictions, or maladjust- 
ments and malfunctionings. It intensifies the poverty and misery of the 
submerged toiling class or main mass of the people, and/or intermediate 
classes, to the point of bringing on a revolution. Then the accumulated 
needs for institutional reforms or changes, to reshape the "social rela- 
tions in production" into full harmony with its technology, are all met 
in or by the revolution and its aftermath, the reconstructive work car- 
ried out by the class that has won the revolution and made itself the 
new dominant class. Thus the first, early part or phase of the life-history 
or life-cycle of each kind of economy, society, and civilization that arises 
in the course of history, is a phase in which that new, young system has 
as yet a good degree of internal harmony and ability to function well 
and achieve or undergo a good deal of free and balanced all-around 
progress. But in time the continuance of technological and economic 
change and disturbance, and the institutional changes required in ad- 
justment to it all, build up new internal frictions; threats to the power 
position of the dominant class; fearful conservatism or resistance to 
further change on its part; resulting, intensifying evils within the sys- 
tem, etc. — and the formerly "new" system, in its old age, deteriorates 
again toward another necessary revolution. The historical process as a 
whole is a series of long waves of at first progressive and later on de- 
generative evolution, with widely separated On time) revolutions at 
the critical turning points of transition from each long epoch's general 
kind of social system and civilization, to the next, radically different 
one. 

There is much that should be said in critical commentary on this gen- 
eral Marxian "sociological" theory of the historical process; but we must 
get on to consideration of the other and main part of the entire structure 
of Marx's social-scientific, theoretical work — his structure of economic 
theory — ^which in a way is the central core of Marxism as a whole. The 
whole, however, was left by Marx, and has remained, unfinished or 
incomplete in a way, or two ways, somewhat obscuring the relations of 
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its “economic” and “sociological” parts to each other and to history as a 
whole. With respect to the precapitalist, ancient and mediaeval epochs 
and systems, the Marxian line of inquiry as far as I know has never 
come to oHcr more than a bare, general, sketchy outline of the sup- 
posed cxem]difications ol its “sociological” theory in the facts about 
them and their evolutions — and virtually no analysis of the structures, 
workings, and evolutions or internal histories of their economic systems, 
or “modes ol procluelion,” as such. Substantially all of Marx’s great 
and impressive structure of economic theory is about “modern capital- 
ism” only — the economic system that Marx thought of as still fairly 
new or young in his time, and as destined to be the penultimate one in 
the historic scries — the immediate forerunner of the final, perfect one, 
the realized socialism of the future. Most of the little that appears in 
the whole body of his writings, about the ancient and mediaeval, pre- 
capitalist societies and civilizations and their evolutions, pertains not 
to their economic but to their extraeconomic or noneconomic, “soci- 
ological” aspects. In his far more extensive and detailed analysis of the 
epoch, economy, and civilization of “modern capitalism,” the con- 
verse is almost (tliough not quite) as true — i.e., in this main part of his 
work his economic analysis, of the economic system as the “foundation” 
of the w'hole and of its past, current, and prospective evolution, is 
heavily pretlominanl and alone fully elaborated; and his vision of the 
consecjuences of this evolution, for or in that of the bourgeois societies, 
stales, and culture, is much less fully spelled out, or is only suggested. 
But I must now conclude this chapter with a summary — which must 
be all too brief and inadecpiate — of Marx’s theory of die economic sys- 
tem of evolving “capitalism.” 

MARX’s RttONOMIC THEORY OF EVOLVING CAPITALISM® 

Whatever c'stimatcs may be made of Marx’s intellectual work in his 
roles as philosopher, sociologist, and historian, he was, I think, beyond 
doubt an economist of considerable stature, although by no means with- 
out his failings and errors. l ie was a keen, able, and industrious scholar 
and investigator, and he attained a wide and deep knowledge both 
of the works and ideas of most other economists of his own and earlier 
times, and of the real economic world around him in his time. And he 
largely mastered and accepted, made his own, used, and built upon or 
added to the insights of his great forerunners in the study of economics 
— Adam Smith, Ricardo, and others — although he changed some of 
their ideas or doctrines, in some cases for the worse, to fit them into his 

“ Sec the e.xcellent nioclern restatement— by a true Marxist and first-rate econo- 
mist— of Marx’s system of economic theory: P. M. Sweezy, The Theory of Capi- 
tulist Davalopmcnt (New York: Oxford University Press, 1942). 
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own system. His bias, of course, was of a kind opposite to the bias which 
may in a measure be justly charged against Smith, Ricardo, and the 
entire, main, ^'orthodox'' line of nineteenth-century economists, who as 
liberals in the classical sense in their social-and-moral philosophies or 
oudooks, tended to be friendly or favorable to the liberal or free and 
competitive form of ''capitalism^^ or the business economy. Marx as a 
radical, revolutionary socialist was a bitterly hostile, adverse critic of that 
economy or economic system in every form. He therefore constructed, as 
compared with that offered by the liberal-orthodox economists, a rather 
different theoretical picture of the (same) economy's 'natural" working 
and development. But I think his hostile and their favorable bias led 
mainly to different insights and discoveries, and different blind spots or 
limitations of insight, and made the resulting visions and analyses of the 
system in some ways mutually complementary. The liberal-orthodox 
economists in general far excelled Marx in discerning, analyzing, and 
describing the better possibilities or best potential functioning of the 
business economy; but he excelled them in discerning, analyzing, and 
describing its defects or flaws, its possible and frequent internal mal- 
adjustments and malfunctionings, and its capacities to go wrong and 
make serious trouble for itself. With his extreme bias against the sys- 
tem and his desire to prove it a thing so evil that it must inevitably de- 
stroy itself, he exaggerated all its flaws and discordant tendencies and 
falsely claimed to prove that they were inherent in the system, and in- 
curable within it, and bound to grow worse and destroy it, and thus open 
the way to the bright future of socialism. But I think that even liberal- 
orthodox economists can, without accepting any of his exaggerative 
nonsense of that kind, learn much from his work in economics, which 
can improve their own realistic understanding of the business economy 
and its internal problems. 

Marx's system of theory about the economics of capitalism or the busi- 
ness economy was framed within the wider context of his theory of all 
human history or social evolution, and endeavored to,, explain not only 
its structure and current operation in his time, but also and above all its 
past (previous) and current and prospective evolution as an unstable 
or dynamic, growing, and changing system. His prophecies about the 
direction of its evolution and its fate were biased and in essential parts 
have been and are being disproved by actual events; but there was much 
truth in his vision of its dynamic, evolving nature, which few other 
economists have grasped and analyzed as well as he did. More clearly 
than anyone before his time, he saw this fact about capitalism as 
an economic system: that by its nature it is bound or at least strongly 
tends to be not a static, fixed, immutable system, but a very dynamic, 
growing or expanding, and perpetually self-changing and world-chang- 
ing affair. And to explain this fact, Marx offered a not uninstructive com- 
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parison or contrast of capitalism with a different, simpler kind of com- 
mercial or exchange economy — half-historic (precapitalist) and half- 
hypothetical — which he called * simple commodity production/^ 

In the latter system there would be division of labor, or specialized 
producers of different products, private properties and enterprises in a 
sense, and markets for the selling and buying of the different products; 
but the crucial feature of capitalism as conceived by Marx would be ab- 
sent; that is, there would be no separate class of owners or proprietors, 
investors, and employers, and no dependent class of hired workers own- 
ing only their abilities to work. All members of this economic society 
would be self-employed workers or producers, owning their own 
premises, materials, tools, and products, and simply earning their liv- 
ings by producing goods to sell to each other for the money they would 
use to buy from each other all they would need to live on. In this simple 
system, said Marx, the formula describing the pair of market transactions 
continually reputed by each individual as both producer and con- 
sumer, would I^C-M-C; one would sell his product or commodity, C, 
for money, M, in order then to spend the latter for the other commod- 
ities, C again, entering into his consumption and having in all a total 
money-value equal to that of his output and sales of bis own product. 
And the gain or advantage would lie simply in getting the other goods 
you want more urgently, i.c., those having more utility or value-in-use 
for you than the good you sold in order to be able to buy them. No physi- 
cal, quantitative increase of your wealth over time would be needed, in 
this system, to give meaning, point, or purpose to economic activities. 

But in the capitalist system, the central figure in it — the investing, 
owning, and labor-employing capitalist — starts with a sum of money 
to invest at or for a profit, and the formula that describes the sequence 
of his transactions is M-C-M'", where the M' needs to be bigger than 
the M to make it all worthwhile. The capitalist invests his money, M, 
in hiring and equipping workers to produce an output of a good or com- 
modity, C, which he expects to sell for M', more money than he started 
with. And Marx imputed to all typical capitalists a very powerful ' pas- 
sion, rirge, or drive toward gaining the largest possible profits, and re- 
investing most of those profits to enlarge their amounts of capital, in 
order to get still larger profit-incomes in the future, and again reinvest 
the bulk of them, and so on forever. And he held that the resulting, 
snowballing accumulation, growth, or expansion of the mass of capital 
employed in the economy, and the constant and growing need or pres- 
sure to keep on finding or creating ever new, profitable investment op- 
portunities or outlets, and markets for more and more new products, ac- 
counted for the inherent tendency of the capitalist system to both grow 
and change or evolve in the course of time. 

Moreover, Marx recognized a good or beneficial side to that, for man- 
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kind, at least through the early, progressive phase of the life-cycle he 
assigned to the system. Though he hated capitalism as compared with 
his vision of the socialist heaven-on-earth that would some day super- 
sede it, he could still praise capitalism as compared with older or 
earlier and worse systems in past human history — the slave economy of 
antiquity and the feudal system of the Middle Ages. And there is in 
The Communist Manifesto a famous passage that has been called his 
^'hymn of praise'' to the businessmen as the builders and operators of 
progressive capitalism — a passage that might have been written by 
any Rotarian. There Marx says that in a few generations of modern 
European history the hourgeoisie or capitalist class brought about a 
greater advance of all economic production and wealth than had been 
achieved in all previous history, and thus made possible a great grow^th 
of population, and of cities, drawing masses of people out of rural stag- 
nation into urban civilization and progress. And yet this giving of credit 
to the profit-gaining-and-accumulating, investing, and enterprising cap- 
italists, for economic progress or rising productivity, was hardly con- 
sistent with his central economic doctrine (still to be examined here) 
that all profits and property incomes result entirely from exploitation 
or underpayment of hired workers, who alone produce or create the 
'value" of all output, but get only bare or meager living wages, while 
all the surplus of the total value of "their" (the system's) total output 
over the total wage income of this working class, goes into the profit, in- 
terest, and rent incomes of its capitalist masters, the owners of all 
"means of production." Marx's capitalists seem to be at once, through 
their profit-retaining, investing, and enterprising activities, great de- 
velopers or increasers of the productivity of industry and labor, and yet 
also mere parasites on the working class, which alone is productive 
but is forced to surrender a great part of its output to its capitalist mas- 
ters. 

Only a brief account will be given here of that mass or labyrinth of 
mystery and folly, Marx's "labor theory of value," and its corollary, his 
"theory of surplus value," i.e., of the source of all capitalist or property 
incomes. I could not in any case present a really clear, full explanation of 
this in-a-way central but weakest part of Marx's whole structure of eco- 
nomic theory, because to my mind it simply is not, in itself, fully clear 
or intelligible. But some light may be thrown upon it, and upon the 
errors in it, by considering briefly its relation to and difference from 
the half-similar but relatively more intelligible and defensible theories 
held by Adam Smith and Ricardo, which Marx drew upon, but went 
beyond. As the reader will recall, Adam Smith explicitly regarded his 
"labor theory of value" as valid only under the special conditions im- 
agined by Smith as having prevailed in a prehistoric, ultrasimple, prim- 
itive economy, and recognized by him as not present in the kind of 
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economy — of chief interest to him and to all economists — ^which Marx 
called “capitalism.” That is, Smith held that the relative values of differ- 
ent, regularly produced goods would be equilibrium) strictly pro- 
portional to the amounts (in man-hours) of work or labor needed to 
produce them, only in the primitive economy of his conception, in 
which there had not yet occurred the later “appropriation of land and 
accumulation of capital stock in private hands,” and the laborers there- 
fore did not yet “have to share” the value of all output “with land- 
lords and capitalists.” If the laborers were self-employed producers, own- 
ing all the simple “means of production” used in their work and the 
products turned out, and receiving as their own incomes the full values 
(in each other’s products) of their outputs, and were all fully “mobile” 
laborers, ready at all times to move into the most remunerative employ- 
ment or branch of production; under these conditions, according to 
Adam Smith (and the logic of this argument is faultless), the rela- 
tive or exchange values of the different products would be stable only 
when proportional to the amounts of working time and effort needed 
to produce them. For that would be the condition of equilibrium in 
this kind of economy or situation — the only set of those relative values 
consistent with a stable distribution of the labor force among the differ- 
ent employments, or equality of reward for equal time and effort in them 
all. But in the more developed, real economy of his own time and 
country, Smith decided, where the values of the outputs of goods had 
to yield the rent incomes of landlords and the profits of capitalists as 
well as the wages of the laborers, and where labor, capital, and land 
might well be used in differing proportions or relative amounts in 
producing different products; here the equilibrium (or “natural”) 
prices of the different goods no longer would be necessarily proportional 
to the labor-time inputs or costs, alone. Thus for this case — of “capital- 
ism” — Smith abandoned his “labor theory,” and instead presented sim- 
ply a theory of the “natural,” competitive, equilibrium prices as equal 
to the full costs or expenses of production of the different products, or 
the wages plus the profits plus the rents which the product prices must 
yield or “cover,” to enable all the industries to attract and retain the 
amounts of labor, capital, and land required for production of the out- 
puts equal to the amounts demanded by the public at these “natural” 
prices. On the whole. Smith’s “theory of value” yielded only a little of 
the material for that of Marx, and contained much more of a very differ- 
ent tenor. Even the “labor theory” applied by Smith only to his 
primitive economy was (as we shall see) unlike Marx’s theory. Smith as- 
serted only that (even in that primitive economy) the “market mechan- 
ism” or processes of adjustment would work to bring about proportion- 
ality or correspondence of relative values with labor-time requirements 
— and did not assert at all, as Marx was to do, that “embodied” labor- 
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time and real 'Value’’ are the same things regardless of whether 
the actual price brought into being by market forces corresponds to that 
real "value” or not. 

Ricardo, however, as we have seen earlier, revised Adam Smith’s 
analysis and went a few steps nearer — ^but still not all the way — to that 
of Marx. Ricardo also, like Smith and unlike Marx, was mainly inter- 
ested simply in the "mechanical” problem of explaining how the actual 
exchange ratios among goods, or their relative prices, get determined by 
the working out of the adjustment processes of the free and flexible, 
competitive economy in which all things flow to their best markets or 
into their most remunerative uses or employment^But Ricardo, as we 
know, disliked Smith’s theory which saw as the causes of (equilibrium) 
product prices, only the sums of the prices of the founts of all the 
productive services (of labor, capital, and land) required to produce 
the products. He probably regarded this simple theory as superficial 
and circular, or as relying on prices to explain other prices when in fact 
the general mobility and competition would make all prices reciprocally 
interdependent, and necessitate attention to some underlying, nonprice 
variable or variables as the basic cause(s) of all prices alike. 
Thus Ricardo tried to revive or reinstate Smith’s "labor theory,” for 
application also to the existing "capitalist” economy — but found that 
he would have to, and did, "qualify” it considerably in this application, 
or treat it as only approximately valid. As we know, he eliminated the 
land-rent elements of product prices, in his way, as being really results 
only and not contributory causes of the latter. Then he argued that in 
general the wage-costs, per unit of output, for the different products, 
would vary directly with (simply) the amounts of labor-time required; 
since labor mobility and competition would equalize the wage rates 
for similar labor in all employments, and the scale of permanently di- 
verse wage rates for labor of different kinds or degrees of skill could be 
viewed as consistent with his (almost) pure labor-quantities approach, 
since the more highly skilled and paid labor really represented cor- 
respondingly more labor, when account was taken of the previous labor 
"invested” in acquiring the skill, in addition to the current labor, in- 
volved in exercising it. Finally, as to the element of profit in all prices, 
here again the mobility of capital would work to equalize the profit rates 
in all industries, and they would as a rule affect all prices about equally, 
hence not affect the relative prices, or exchange ratios among the goods 
themselves, which were to be explained. Here, however, a major "quali- 
fication” entered into Ricardo’s theory: where the production of par- 
ticular products required the use of exceptionally great amounts of 
capital, relative to the amounts of direct or current labor also employed, 
the profit element would increase the prices of those products as com- 
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pared with others produced with the aid of less capital or more largely 
with direct, current labor simply. 

Thus the final result of Ricardo’s analysis was his doctrine that, in 
the equilibrium state of the competitive system and on his assumptions 
about it, the relative values of the different products continually pro- 
duced in it would be — with perhaps some exceptions even to this state- 
ment — at least approximately or nearly proportional to the total 
amounts of labor-time needed (per unit of output) to produce — at the 
margins of land-use, where rent was eliminated — (i) the produced 
means of production of the final products, and with their aid, (2) the 
final products themselves. Let me stress the point, however, that this doc- 
trine, unlike the “labor theory” in the different, special, absolute form 
that Marx was to give it, asserted as even “tending” to be brought about, 
approximately, by the market mechanisms, only values frofortional, 
not values directly equivalent, to the labor-time quantities. Ricardo 
never said that the total value of the total output of each, or any, prod- 
uct, was either all produced solely by, or equivalent to, the input of 
labor-time in its production; or that the profit shares included in the 
values of the products were created by the workers, though retained by 
the capitalists. The Ricardian thesis was only that the profit shares, in 
so far as they merely raised the prices of all products alike, by equal per- 
centages, above their wage-costs, would not affect the relative values of 
the different products, but would leave those fro-portional to the relative 
labor-time costs or requirements. And this thesis is entirely consistent, 
at least, with a view of the profit shares as “earned” by the capitalists, 
i.c., just compensation for productive services rendered by them, and not 
as “stolen” from the workers. 

Moreover, it seems to me far more likely than not that Ricardo did 
think of the capitalists as, unlike the landlords, “earning” their incomes 
through active, personal contributions to economic growth or progress. 
The landlords merely collected rents as payments for rights to use a fac- 
tor of production provided by “nature” in a fixed supply but legally 
belonging to them, and without personally doing anything to increase 
that supply or the economy’s producing power. But the capitalists 
through their saving-and-investing activity continually increased the 
economy’s supply of capital, and so increased its productivity, and the 
national income, their own relative share of which — the profit share 
as a percentage of the whole — ^progressively declined as growth went on. 
The Ricardian system of economic theory needed, for its own self-con- 
sistent, full development, an explicit theory of this productive service 
rendered by the capitalists, as the source of interest or profit — the re- 
turn on capital. But it is true that Ricardo failed to make this explicit, 
or to offer any explicit theory to explain the existence, as distinguished 
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from the variations of the rate, of profit; and that he even committed the 
worse, positive ‘slip/' which directly opened the way to the doctrines 
of Marx, of describing * real" capital itself, or the ‘‘capital goods" (e.g., 
machines) used by labor in production, as representing or “embodying" 
only the previous labor by which it (or they) had been “produced." 

Marx, then, was able, in consequence of that omission and that 
slip or error on Ricardo's part, to make it seem, and probably he himself 
thought, that the Ricardian and his own — the Marxian, absolute — 
“labor theory of value" were the same, in spite of what I have brought 
out here to the contrary. In the Marxian theory, the “value" of a good 
in effect means the amount of labor-time “embodied in" the good or 
required to produce it. There is simply a dogmatic, arbitrary, absolute 
“equating" of these two concepts with each other, which leads to or be- 
comes the assertion that, whatever other factors or variables may also 
affect the economy's 'physical productivity and output, all of the value 
of all output is created entirely or solely by the labor of (hired!) work- 
ers, and therefore all non-wage incomes — shares of the value of output 
going as interest, rent, profits, dividends, or whatever, to persons other 
than wage-earning laborers — ^result entirely from “exploitation" or 
underpayment of those laborers, who produce all but get only a part of 
the value of all output. That real exploitation of hired workers can occur 
and has often occurred, where the owners of the other factors of produc- 
tion and employers of labor have had and abused positions of monopoly 
power or one-sided bargaining power in the labor markets and products 
markets, to control wages and prices, is of course true and just ground 
for indignation and humane reform efforts. But all this has little to do 
with the different, far more extreme, and nonsensical Marxian dogma, 
that all income or value of output is due exclusively to the wage-earning 
workers, and as long as any of it goes to anyone else, they are being 
“exploited," 

Moreover, as to what share of the value of output the economic 
“laws" of the “natural" operation of the “capitalist" system allow those 
workers, who create it all, to receive as their wages, Marx had another 
dogmatic theory which must now be examined. As the “values" of all 
commodities are the costs, in labor-time, of producing them, so too the 
value of labor-time itself — of the hour of work sold by the worker 
to the employer for his hourly wage — is the cost of enabling the worker 
to live and work through that hour, i.e., the amount of other labor “em- 
bodied in ' or represented by the amount of consumption of food, cloth- 
ing, shelter, etc., required to engender or support the energy expended 
in that hour. The workers, in other words, get only “bare-subsistence" 
wages and the fact that they can and do produce more than enough 
to support themselves is the source or cause of the “surplus value"— 
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excess of the value of output over the value (cost) of the labor that pro- 
duces it — which goes to their “exploiters.” 

Now here again we must notice both a point of agreement with, and a 
point ol tli\'eig('nce Ironi, tlie Ricardian theory on this topic — the “nat- 
ural” level ot real wages. In the Ricardian theory, as we know, the al- 
leged tendency of real wages to fall to and remain at a "subsistence” 
level was explainetl with the aid of the Malthusian theory of population 
growth. Higher real wages would lower the death rate, raise the birth 
rate, and speed the growth ot the population and supply of labor to the 
point ol loreing real wages down again to the level that would just main- 
tain continuing ccjuality or equilibrium of the labor supply with the 
economy’s demand for labor as conditioned by its supply of capital. But 
Marx rejected the Malthusian theory, calling it “a libel on the human 
race”; and had therelore to find a different cause, in the “natural” 
working and evolution of the capitalist system, which would operate 
to hold real wages down to the minimum necessary to support the 
labor force reciuirecl in the system. And he thought he found this cause 
in the tendency of the eairitalists to foster and utilize technological prog- 
rc.ss; continuiilly, increasingly mechanize production, and react to all 
temporary upwaal ntovements of wages or labor costs by introducing 
new lahorsaving inventions; and thus continually create and re-create 
enough technological unemployment to depress wages back down to 
the “sulxsistence" level, through the competition of the workers dis- 
placed from their previous jobs by new inventions or machines for the 
jobs of the still employed workers. lie admitted that technological prog- 
rciis and rising productivity would in the long run cause expansion of 
total prorluetion, income and consumption in the economy as a whole, 
and eventual reemployment elsewhere in the system of the workers dis- 
placed by each new invention. But as newer inventions and displace- 
ments would keep on occurring while the lagging readjustments to the 
earlier ones were still in process, there would always be in existence a 
fluctuating hut suhstantial “reserve amry of the unemployed,” exerting 
its downward pressure on wages in the labor markets. 

Let me for an instant defer the critical comment obviously called for 
by that last "reserve army" theory, to say that we are now at least beyond 
the worst nonsensical part of or spot in Marx’s whole system of eco- 
nomic theory, i.e., his absolute “labor theory of value,” and moving on 
into consideration of further parts of his analysis in which, again, he 
displayed real insights, however mixed with errors and exaggerations. 
And so our comment on even this theory of “subsistence” wages main- 
tained by effects of technological progress must be mixed, or must 
give tlte credit th;it is due as well as make the adverse criticism that is 
called for. Of course there is a process of that kind at work in a progres- 
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sive capitalism — displacements of workers, creation of transitional but 
ever-renewed unemployment, and some degree of depressing influence 
exerted by the latter on the level of real wages, making their advance 
lag a bit behind that of productivity. But there is no reason to expect 
this to work so strongly as to maintain a ^'bare-subsistence’' level of real 
wages, generally and permanently, in spite of ever-rising productivity; 
and the predictions of Marx in this matter have been disproved long 
since by actual developments. He actually predicted even, in the later 
part of what he thought would be the whole, rather short, life-history of 
capitalism, a progressive worsening of the lot of the working class, or 
an intensification of its poverty and misery. But, in fact, there has been 
and continues to be a pronounced rising trend of the level of real wages 
in all progressive capitalist countries. 

There remains a good deal, however, in the further parts, still to be 
summarized here, of Marx’s over-all theory or forecast of the evolution 
of dynamic capitalism, which logically depends not at all upon his false 
dogmas about labor and value, the origin of all '^surplus value” in pure 
'exploitation” of labor, and the forces certain to perpetuate (even in- 
creasingly) meager "subsistence” wages. Much of his general forecast de- 
pends only upon his valid, obvious points that the total value of the econ- 
omy’s output would normally include a substantial "surplus” over and 
above the total income and consumption of the workers; and that this 
"surplus,” going first into profits and other property incomes, would then 
go in large part into new investments, increasing the volume of capital 
and leading to continual growth and change ofi the economy. Now one 
further important part of his general theory of that process of growth 
and change was about its fluctuating course and character, or what later 
economists were to call "the business cycle,” and Marx called the suc- 
cession of "crises” to be expected in the career of evolving capitalism. 
This all refers, of course, to a very complex set of phenomena, in the 
study and understanding of which a good deal of progress has been 
made since Marx’s time, but about which, even today, economists still 
do not know enough to be able to agree, either upon a full, true explana- 
tion of them or upon the best public policies for alleviating them or cop- 
ing with them. Naturally then, Marx did not by any means achieve any 
full or adequate, unified theory to explain the "cycle” or the "crises” 
which he thought of as inevitably, periodically recurrent in the career of 
evolving capitalism. But he was among the first economists to begin to 
understand the sequence of alternating "booms” and "depressions” as 
resulting "naturally” from the "natural” working and development of 
the unstable, dynamic, business economy; and he achieved a number of 
more or less valid and penetrating insights into this problem. In a way, 
whereas most efforts by other economists to explain "the business cycle” 
have been mainly concerned with "depressions” — the common tend- 
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ency of minds with ''friendly'' attitudes to the system is to assume pros- 
perity or approximately full employment and good incomes as the "nor- 
mal” state of the system, and to puzzle over how to explain the recur- 
rent departures from that — for Marx, with his general view of the sys- 
tem as a wretched one, the chief problem, one may say, was to explain 
"prosperities.” 

Marx envisaged the majority of the people as never getting incomes 
sufficient to enable them to buy and consume very much, and the rich 
minority of capitalists as so eager to reinvest the bulk of their profits in 
acquiring ever more capital and power that they would never be lavish 
consumers either; but the continual growth of the system's total mass 
of capital and producing power would thus strongly tend to exceed 
the growth of total consumption or final demand, and eventually glut 
all the markets for consumers' goods, and cause chronic depression. 
"Prosperities” would occur, in the Marxian picture, only in the periods 
or intervals of preparatory expansion of plant capacity for future pro- 
duction of more consumers' goods, with new, improved machines and 
methods and thus with lower expected costs. Every such expansion, not 
immediately yielding any great increase of the current output of con- 
sumers' goods, but bringing a temporary near-approach to full employ- 
ment and rise of wages, and good profits for all the capitalists selling new 
machines, materials, etc., to the other capitalists eagerly investing in 
them in the expectation of good future profits for themselves from fu- 
ture sales to ultimate consumers — would thus bring about a period of 
pro.sperity. But the strong demand for labor, materials, and machines 
would bid up costs and cut down the prospective profits on further new 
investments; and the emergence in time of a new flood of consumers' 
goods would bring to light the inadequacy of total, final demand, and 
again glut the markets and bring on a depression. 

This is only one part, and perhaps not the best or most impressive 
part, of all that Marx had to offer to explain the "cycle” or recurring 
"crises”; but I think I have not unfairly summarized an important, cen- 
tral, and characteristic part of his view of the matter. There is one more 
feature of that view, however, which must be emphasized. Marx was 
sure that, as the system went on evolving, each new "crisis” would get 
worse or increasingly severe, and the final one would be the utter, catas- 
trophic breakdown of the system which would ignite the revolution and 
ensure its triumph. It is not surprising that the Great Depression of 
the 1930s, which was or seemed the worst one yet and so bad that it 
might well be that final breakdown, gave intellectual Marxism at 
that time a tremendous boost or growth of influence in the Western 
world. But there is no clear evidence of a general historic trend toward 
increasingly severe economic depressions in the capitalist world. 
And there is no reason, today, to doubt the ability of the governments, 



businessmen, and workingmen concerned to learn progressively to mas- 
ter, control, and moderate these fluctuations, and enable capitalism to 
endure and go on correcting its faults and improving its performance 
for the economic welfare of all the people. 

There is still one more part, so important that I must describe it, of 
Marxes theory of evolving capitalism: his theory that along with its fluc- 
tuating growth or expansion it would undergo an eventually fatal 
structural change, from the early competitive capitalism of very many 
small or moderate-sized competing enterprises, to a latter-day 'monopoly 
capitalism'" dominated by a few giant firms and combinations or indus- 
trial and financial empires. Competition among business firms would 
progressively destroy itself, as the few winners would ruin or absorb 
the many losers in the game, and the growth of the mass of capital in 
use in the system as a whole would be accompanied by a growing con- 
centration of the ownership or control of it all in the hands of a dimin- 
ishing number of increasingly rich men and small cohesive groups of 
them. In part this prophecy rested on Marx's oversimple and exag- 
gerated notion of the economy or efficiency of bigness in producing and 
business organizations or units — ^his assumption that there was no limit 
to the rule that the bigger the firm, the more efficient it would be, so that 
continual growth of the average size and shrinkage of the number of 
successful or surviving firms would be the natural law of business de- 
velopment. Today all competent, objective students of this matter know 
that it is less simple; bigness has advantages in many fields, up to some 
point in each case, but there seem to be limits, though not rigidly fixed 
ones; and smaller enterprises in many fields continue to be numerous 
and flourishing. Whether there is a trend of declining prevalence of 
competition, or growing prevalence and power of monopolies within 
the economy, is still uncertain. The biggest firms now are much bigger 
than any that existed fifty or a hundred years ago, but the market areas 
throughout which firms of all types compete with each other are also 
much bigger than they were then, and the monopoly powers of firms 
depend on not their absolute sizes but their sizes relative to those of 
their markets. Marx showed foresight in predicting the growth of mod- 
em big business, but went, as usual, to a false extreme in predicting 
that the giants would become so big and few and all-controlling that 
the structurally, radically altered system, consisting merely of those few 
giant "outfits" and their few enormously rich owners, and the starving 
mass of rebellious workers, would be ripe for inevitable and easy trans- 
formation into the socialist or communist system. 

I will not take up here — as this would lead beyond consideration of 
the ideas of Marx himself, the exclusive subject matter of this chapter 
— the further development by his modern Communist disciples, out of 
his false vision of a latter-day "monopoly capitalism," of their twisted 
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theory of ^'capitalist imperialism/^ or aggressive pursuit by the ad- 
vanced capitalist nations, at the demand and for the benefit of their own 
rich capitalists, of control of the resources and populations, markets, 
and investment opportunities of or in the underdeveloped nations in 
the world. Nor will I here discuss the small part of Marx s own system 
of thought which went beyond his vision and analysis of evolving 
capitalism and prediction of its "death,'' and dealt, very briefly and 
vaguely, with the question of how, beyond or after the revolution, the 
new and glorious socialist system was to be constructed, operated, and 
developed. The extremely little that Marx ever said about this is of no 
importance as compared with what the modern Communists where they 
are in power are doing about it; but perhaps the glaring contrast is worth 
a few words. Marx did envisage a destruction, by the victorious working 
class in its revolution, of the states and governments which he regarded 
as, in all capitalist countries no matter how nominally democratic their 
political systems might be, mere "executive committees" of the capital- 
ist class as represented within those countries. He foresaw the creation 
by the revolting workers, to replace those states and governments, of 
temporary ones of a new hind — "dictatorships" of or by the "proletariat" 
or working-class population of each country — which would build and 
perfect the new socialist system in each, get it working perfectly, and 
then go out of existence or "wither away," leaving just the workers to 
cooperate in perfect freedom therearter under no governmental 
coercion or control. But the dream of perfect order, harmony, and co- 
operation, unmarred by any dissents and conflicts, has (in the practice 
of the modern Communist regimes) naturally swallowed up the dream 
of perfect freedom for all individuals, and become a recipe for total des- 
potism, since among free men there will always be conflicts if they are 
not suppressed. The element of utopianism in the thought of Marx was 
its greatest weakness, and the professed builders of his utopia are in fact 
building a hell. But apart from the streak of madness in the genius of 
Marx, which has fatally affected the character and results of his vast in- 
fluence, there were in his intellectual output, as I have tried to show, 
many insights that are worth the efforts required to grasp them, and are 
of potential value to all inquiring minds regardless of their political 
views. 
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CHAPTER 


Victorian Conservative Liberalism 
and Neo-Classical Economics 


THE LATE NINETEENTH CENTURy's 
RULING CLIMATE OF OPINION 

The intellectual scenery now changes, abruptly and radically, as we 
turn our attention away from Marxism to the main new developments 
in our field of interest in the last few decades of the nineteenth century: 
the resurgence of the classical liberalism, which again became (with 
some new modifications), the ruling climate of opinion in the Western 
world; and the associated new advances of the main-traditional, lib- 
eral-and-scientific kind of economic theory. In fact the outlook that 
prevailed most widely in this final part of the nineteenth century — 
and on into the present century, down to the First World War — 
was not only extremely unlike the outlook of Marx. It was also, al- 
though less markedly, considerably unlike any of the diverse outlooks 
that had been widely prevalent, in different quarters, in earlier parts of 
the nineteenth century, and expressed or reflected in such diverse intel- 
lectual productions as the political economy of Malthus and Ricardo, ro- 
mantic-conservative political philosophies, early (pre-Marxian) social- 
ism, and the composite pattern of the views of J, S, Mill. And the 
changes, from the early and middle parts to the latter part of the cen- 
tury, of the background of prevailing, real economic and social condi- 
tions and popular attitudes undoubtedly helped to produce this change 
of the intellectual climate. 

Until rather late in the nineteenth century, industrial capitalism, the 
bourgeois civilization, and democracy were all still young or incipient, 
immature, raw or crude, at once promising and disturbing, distress- 
laden, and diversely received, controversial affairs. Hence the times 
produced a wide range of rival philosophies and programs. At about 
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the center of that range stood the classical liberalism — expressed as a 
whole most fully in Benthamism — and the liberal, classical political 
economy; but they were under strong and widespread, hostile, critical 
attacks from both sides — from romantic-conservative or reactionary 
critics to the ^Vight’^ of them, and from the early radical prophets of 
socialism to the ‘left'’ of them. Moreover, even the liberal economists 
— Malthus, Ricardo, and their followers — ^presented a rather largely 
and deeply pessimistic view of the current operation, tendencies, and 
prospects of the liberal capitalist economy, and the current and pros- 
pective state or condition of society and the people. They thus expressed 
a sense of the existing and prospective evils, or widespread miseries, 
which was not entirely unlike the impressions that underlay and mo- 
tivated those other rival creeds and gospels, even though the liberal 
economists alone regarded those evils as resulting from unalterable 
'laws of nature'' and not from the liberal system or institutions, which 
they favored as the best attainable. 

But later, when time and the further evolution of the modern West- 
ern societies had moved on into the last few decades of the nineteenth 
century, industrial capitalism and the business civilization and democ- 
racy had become well established, mature, successful, and much more 
generally or widely accepted. Prosperity was unmistakably both rising 
and spreading to more and more of all the people everywhere. The old 
European-conservative kind of opposition or resistance to the liberal-in- 
dividualistic outlook and regime had declined or moderated to the point 
of making its peace with the latter and, so to speak, entering into a kind 
of synthesis or symbiosis with it, which modified it in a measure only. 
And the socialist outlook, although still flourishing and developing in 
its own circles, was now, for the time being, a less widely prevalent and 
potent, not immediately menacing, rather small minority affair. Thus 
the (slightly modified) classical liberalism as a general outlook or point 
of view not only was resurgent but attained the greatest degree of 
prevalence, secure predominance, and practical influence it has ever 
had. Moreover, the tone of most liberal thought was now again more 
optimistic, as it had been in the time of its origin, the late eighteenth 
century; the element of pessimism, which had been introduced by the 
views of Malthus and Ricardo, faded away. This again may be explained 
by the background change of real conditions. Population pressure was 
being relieved by the results of the opening up of great new areas of 
fertile land as sources of food for the European peoples, a rate of con- 
tinuing technological and economic progress such as Malthus and 
Ricardo had by no means fully foreseen, and a falling birth rate. Thus 
events were riot fulfilling Ricardo's gloomy forecast; the real wages of 
labor were rising generally, the rates of profit on new capital invest- 
ments were not falling seriously, and the land-rent share of the value 
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of output was not growing relatively or at the expense of the other in- 
come shares; and there was no sign of the approach to ‘‘the stationary 
state/' Most important, in this new and more comfortable (for most 
people) state of the Western world, the earlier prevailing sense of the 
pervasive presence of inevitable, grim class conflicts over income-dis- 
tribution tended to decline, and allow a full or nearly full renewal of 
the still earlier (eighteenth-century) faith in “the economic harmonies" 
in the “natural" operation of the liberal economy, that is, in the full 
conduciveness of a universal “free play" of individual self-interests 
(within the limits of liberal legal justice among all) to the economic 
and general welfare of all the people. 

Furthermore, the liberal outlook in this period was optimistic in an- 
other way, which had not been fully paralleled in the eighteenth cen- 
tury: the idea of ever-on-going, all-around, inevitable, automatic, hu- 
man-social progress, which had been “born" but not fully developed 
within the Enlightenment, and had been hardly able to develop freely 
or win general outright acceptance amid the troubled conditions preval- 
ent in the earlier parts of the nineteenth century, now came into its own. 
I speak here in particular of the simple liberal theory of progress in that 
sense, which was unlike the Hegel-Marx theory of a tortuous, fluctuat- 
ing, eventual progress through a series of alternating phases of improve- 
ment and deterioration, grim struggles or conflicts, wars or revolutions, 
new forward surges, and so on. The simpler and different liberal theory 
involved merely the idea of a rather steady or continuous cumulative 
growth and advance of all knowledge and wisdom or “enlightenment," 
and of application of that to all social problems, and hence progress in 
solving the latter or improving institutions and practices in all the 
ways shown by advancing knowledge to be needed to make them bring 
about the best results for human welfare. There was failure to realize 
the great limitations within which progress of that kind is confined; that 
it always has been clear-cut only in a restricted range of fields — the 
strict sciences and the techniques based on them, economic, “material" 
production, medicine and public health, etc. — and depends, even in 
these fields, on the presence of the right social and cultural conditions, 
thus far prevalent in human history only in the last few centuries of 
Western civilization, and by no means certain to become universal or 
endure forever. It was not realized that in the even more vital fields of 
aesthetic and ethical insight and achievement — ^prevailing discernment 
or appreciation, pursuit, and realization of the highest values, or wisdom 
in the choice of ultimate ends and thus in the use of all progressive 
knowledge or the knowledge that is power — that here such “progress" 
as there has been in history has been at best only occasionally recurrent 
through brief intervals, or highly fitful, and subject to frequent, long, 
disastrous declines or reversals; or in short that the chances of wide- 
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spread and enduring achievements in this most vital sphere are always 
highly precarious. 

Moreover, the much too simple and absolute, overoptimistic, late- 
nineteenth-century liberal theory of progress greatly exaggerated the 
power or ability of the best intellectual and spiritual achievements to 
control the actual conduct and course of practical affairs and the evolu- 
tions of societies. The dynamics of objective social evolution or history 
are extremely complex and still by no means fully understood by any- 
one; certainly they were not fully or correctly understood by Marx, 
though he had some insights absent from the liberal theory in question 
here. The effects of intellectual progress on social reality are subject 
to much counteraction and complication by developments running in 
the other direction, i.e., effects of changes of “material” conditions, 
through consequently prevailing attitudes, upon all intellectual and 
cultural life and achievement. The nonrational, emotional factors in all 
human behavior, and the power struggles among groups, classes, na- 
tions, etc., play important and often antiprogressive or progress-revers- 
ing roles which the liberal theory of progress never sufficiently allowed 
for. This phase of the optimi.sm that was prevalent, to an extent now 
hardly conceivable, in the late nineteenth and very early twentieth cen- 
turies, has been rudely shattered since then by two world wars, and 
we live now in a world pervaded by a mood of pessimism verging on 
despair that I think is equally, in the opposite direction, excessive and 
unwarranted. In spite of all that I have said and all that needs to be said 
in adverse criticism of that confident, hopeful, progressive outlook, it is 
easy now to despise it much too completely and respect it much too little. 
It inspired much steady, intelligent work to help along all the progress 
believed in, and thus much progress was achieved. 

THE CONSERVATIVE TINGE IN THE RENASCENT “lIBERALISm” 

But now, having compared the renascent liberalism of this epoch 
with the original, late-cightcenth-century liberalism, with regard to 
the optimism that was present in both but made even more pronounced 
in the later version by its inclusion of the fully developed liberal theory 
of progress, I am going to compare and (in a measure) contrast the two 
in a different respect, in a way which may at first confuse the reader 
or seem to be in conflict with a part of what I have just said. As com- 
pared with the original eighteenth-century form of the classical liberal- 
ism, the revival-and-revision of it which was the late nineteenth cen- 
tury's ruling climate of opinion was, I think, in a not great but signif- 
icant degree, less “radical” or more “conservative” — in a sense now to 
be explained. The liberal vision of the good society of free individuals 
was now (in tire later period) less a vision of a new order still 
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to be achieved through emancipative reforms or a throwing off of still 
existing and strong, old, traditional restraints; it was more nearly or 
largely just a favorable, theoretical depiction and celebration of an 
order thought of as already largely achieved or existing, or well on the 
way to full realization, and an armory of arguments in its defense, 
against new, incipient threats to it, arising from the advance of democ- 
racy and expanding activities of democratic governments, the growing 
strength and demands of labor or the working class, and the continuing 
socialist movements. But to clarify, explain, and defend all that I have 
in mind about this, I must say more about the historic meanings and 
relations of 'liberalism'^ and "conservatism." 

The expression "conservative liberalism" can seem self-contradictory 
only if one thinks, in the far too simple but common way, of "liberal" 
and "conservative" as words with simply, directly opposite meanings, 
i.e., of the "liberal" simply as the "progressive" person, favoring re- 
forms or changes (of just any kind, or all kinds?), and of the "con- 
servative" simply as the standpatter or opponent of all changes away 
from whatever is the status quo in his particular time and country. But 
the absolute relativism to which this leads makes little sense; e.g., it im- 
plies that, in a Communist country, the orthodox Communist is the true 
"conservative." And of course it has long been abundantly clear to 
the reader of this book that "liberalism" in the classical sense cannot be 
equated with reformism or progressivism of just any or every kind. 
Throughout its history or development, "liberalism" in this more defi- 
nite sense has always been a particular vision of "the good society," 
mainly stressing its ideas of the proper liberties or freedoms of all in- 
dividuals, which for everyone must be extensive but limited for the sake 
of the similar freedoms of all other men, and an equitable balance of 
the freedoms of all; and a scheme of institutions harmonizing the free 
activities of all, in pursuit of their own ends, with the requirements of 
their common welfare. Indeed, an ideal of progress also has always been 
inherent in this liberalism — ^but progress, first (from all older, non- 
liberal starting points) to the fullest possible realization of that vision; 
and then continuing progress mainly through free, private eflForts and 
innovations by all in all departments of life, and competitive selection of 
many among those for general or widespread adoption and continuance; 
with later, new, institutional reforms or changes only as made necessary 
by emerging new conditions, for continuing realizations of the old, en- 
during, liberal ideals. This liberalism, then, was relatively "radical" in 
the contemporary setting when it first appeared as a fully formed and 
articulate "vision," in a still very nonliberal actual world, and implied or 
called for a sharp break with or away from the dominant nonliberal 
traditions; and the same liberalism became, in the altered setting of a 
later time, relatively more conservative," when its "vision" was, or was 
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being, largely realized. All this, however, still does not fully bring out 
my meaning in referring to ^Victorian conservative liberalism’'; let us 
look, next, at the also not very simple historic meaning of ''conserva- 
tism.” 

The old European conservatism that was dominant most of the time 
through long ages before the Enlightenment, and resurgent for a time 
just after it, was rooted in the nonlibcral conviction that extensive free- 
doms for all individuals would be certain to prove incompatible with, 
and would destroy, any good or tolerable order in society. For this out- 
look stressed the inequality or diversity or unlikeness of men, i.e., the 
existence, in many grades, of naturally superior and inferior kinds of 
men — as regards all kinds of intellectual, practical, and moral ca- 
pabilities; and the necessity of control of inferiors by superiors, as the 
sine qua non for a well-ordered society. There must be firm government 
by an elite of the wise and good, a definite and (by all) accepted social 
hierarchy, fixed statuses and roles for all men, and strict subordination 
of all private individual desires to a common conception of "the com- 
mon good” and the duties of all in relation to that, imposed by the rul- 
ing elite; in short, in this sense, an "organic” society. From Plato to 
Burke, this outlook in different forms had many great exponents. There 
is a clear contrast between its basic assumptions and those of liberalism, 
which stress the near-equality or similarity or "common human nature” 
of all men, and attribute to (nearly) all alike innate, potential capacities 
for adequate rationality and decency, or wisdom and virtue. Obviously 
the liberal assumptions lead to the liberal belief in the possibility and 
desirability of achieving and maintaining all needed order and har- 
mony in society, through a free agreement and collaboration among all 
in developing and supporting the necessary institutions to make secure 
the freedoms of all, and justice among all, and the growth of a system 
of exchanges or mutual services aligning their private with their com- 
mon interests. At the respective foundations of the two outlooks lie, 
above all, liberal optimism and conservative pessimism about the native 
mental and moral capacities of most men — all ordinary men — or "the 
many.” 

Now by no means all eighteenth-century liberals — advocates of a 
great enlargement of the individual liberties or freedoms of "the many,” 
or a general abolition of most of the old conservative restrictions upon 
those — were conscious "radicals” in like degrees. Many did not at all 
fully realize how "radically” or greatly the old order might be 
transformed in the long run by the results of the carrying out of their 
program; for they tended to suppose that when all became "free,” their 
behavior in most respects would change but little from what it had been 
under the traditional controls, which they regarded as simply unneces- 
sary. In particular the structure or hierarchy of the social classes, and 
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the roles and relations of and attitudes hetween the upper and lower 
classes, were not expected by many to be greatly changed. Even under 
the new conditions, of absence of the old compulsions, and freedom 
of all individuals to follow the dictates of their own interests or desires, 
there would still be leadership by those best qualified to lead, and suf- 
ficient, voluntary deference to them by the majority; for as intelligent 
and decent individuals, all would see their own interests as best served 
by these relations. The liberals in any case were not complete, extreme, 
all-out, or absolute libertarians in the manner of the anarchists; nor 
were they (generally) egalitarians like the socialists. The most moderate 
among them envisioned continuing, general, ‘Tree’' acceptance of a 
social order on the whole more like than unlike the old familiar one, or 
involving only a few limited departures from it. 

But in the early nineteenth century, the state of things became, in fact, 
greatly altered. Partly in consequence of the new individual freedoms 
and the uses made of them by growing numbers of self-made captains 
of industry, and workingmen, and others, and partly in consequence 
of changes of conditions which would have occurred to a great extent 
in any case, there appeared to most observers to have been a great 
growth of widespread distress, disorders, and disharmonies in the work- 
ing of the ^^free” societies — new tensions and conflicts, and so on. 
Hence there were, in different quarters, the strong resurgence of the 
old conservatism, the growth of radical, utopian socialist dreams and 
agitations, and the tendency of even liberal thought to become strongly 
tinged with unwonted pessimism. The still later improvement of con- 
ditions, already described above, toward the latter part of the nineteenth 
century, brought about the revival of very widespread acceptance of 
the liberal outlook, and of its confident optimism; but the trial it had 
gone through, and the lasting effects of the earlier, renewed preaching 
of the old conservatism, left a mark upon it. The body of liberal-in- 
dividualistic belief in the late nineteenth centur)^, in the upper and 
middle strata in Western societies or among all the most influential 
people in them, was a liberalism that had absorbed and been modified 
by a little of the outlook of the old conservatism, so that it was a 
relatively conservative liberalism, more consciously than that of the late 
eighteenth century had been. The composition of the really governing 
class or classes had changed. The men of business and wealth, more 
than those of high birth, were now dominant; but they tended to imi- 
tate the old aristocracy or take on many of its attitudes and views, to be- 
lieve in the right and duty of their class to exert the main influence in 
society and the state, and to consider it the duty of the members of 
the lower classes to accept subordination to them. At the same time, the 
growth of political democracy was transferring potential, predominant 
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political power to those lower classes; hence the laissez-faire maxim 
of economic liberalism became primarily a demand that democratic gov- 
ernments be not allowed to enlarge their spheres of authority and ac- 
tivity, and invade or restrict the spheres of the independent authority 
of businessmen and organizations over their affairs and employees or 
subordinates, and/or do things contrary to their strong desires. 

THE VARIETY OF VIEWPOINTS, ESPECIALLY 
AMONG ''intellectuals'' 

Yet I must now immediately 'qualify ' that too simple or single ac- 
count of the liberal outlook of this era, which rather describes the rel- 
atively most conservative variant, or part of the rather wide spectrum of 
differing "shades’’ that in fact coexisted in different quarters. The 
variant just described was indeed widely prevalent, especially among 
the rich and the men of business, but never universal even among 
them. In other quarters there were many exponents of other outlooks 
considerably unlike that — often much more universally and impartially 
humane-liberal, and progressive or reformist on various lines, and in 
some cases quite "radical,” The very stability, security, confidence, and 
optimism that prevailed favored tolerance of dissent, and there were 
many viewpoints and much free discussion. My whole effort in the first 
part of this chapter, to portray the general climate of opinion of the era, 
is designed only as a prelude to discussion of the new developments, 
within it, of libcral-and-scicntific economic theory, which were in- 
fluenced by and related to that climate. But there were important differ- 
ences, as 1 will hereafter indicate more fully, of the (varying) political 
views of the eminent economists who carried out those new develop- 
ments, from the views or sentiments predominant in the business 
community and already generally characterized here. Nor were the 
economists alone in "deviating,” in various ways and degrees, from the 
standpoint of just that body of conservative-liberal opinion. It is, for 
my purpose here, an awkward fact that systematic, broadly comprehen- 
sive, articulate, social-philosophical thinking and writing, or political 
theory in that sense, was already declining in this era, which produced 
few important political philosophers and, among them, fewer still who 
had much knowledge or understanding of or interest in economic prob- 
lems and affairs as such. The on-going growth of intellectual specializa- 
tion was further separating the newer developments of economic 
analysis, on the one hand, from those of political reflection, on the other, 
in some ways to the detriment of both. Hence most of the writings, by 
noneconomist intellectuals, in the broader field of general social, moral, 
and political philosophy, that I might refer to here, did not in fact have 
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much clear relevance to the problems of main interest to us. But it 
may be worthwhile to refer very briefly in passing to a few such writers 
and their points of view. 

Herbert Spencers extreme individualism and antistatism, and ^^social 
Darwinist^^ theory of all social ^ Wolution^^ (identified with ^^prog- 
ress^O? glorifying the unmoderated competitive struggle among men 
and groups and societies as ^^nature^s^^ method of producing progress 
through innovations, conflicts, and ‘survival of the fittest, had a wide 
vogue among the successful and especially conservative, conservative- 
liberal businessmen and other people in this period. But Spencer went, 
in these matters, to an extreme position far beyond the views of most 
economic-liberal economists, and his outlook must not be confused 
with theirs. How far “liberaF' thought, within this same era, could 
diverge or differ from Spencer s variety is well shown by the example of 
the Oxford political philosopher, T. H. Green, a humane-idealist re- 
former who wanted the state to do a great deal, to create and maintain 
for all men the conditions — involving many restrictions of their ‘^free- 
doms'’ in the simplest, ordinary meaning of the word — under which all 
would be enabled and helped to develop in themselves the good human 
characters that would make them “free," in a deeper sense, from the 
inner compulsions of their evil passions, and from the frustrations the 
unwise run into. But Greenes interesting philosophy, also, had little 
relevance to or connection with the liberalisms of the era's liberal 
political economists. 

And the same must be said even of the different political ideas of the 
essayist, Walter Bagehot, despite the fact that Bagehot was himself a 
respectable economist in his way and on the side. His Lombard Street, 
a study of the workings of the London money market, deservedly be- 
came a classic in its field; and his short essay on The Postulates 
of Political Economy gave an excellent statement of the conditions and 
limits of the empirical validity of the traditional assumptions and re- 
sulting “laws" of economic theory. But Bagehot's social and political 
philosophy expressed a point of view and an array of insights which lay 
(alas!) beyond the mental horizons of this era's leading economic theo- 
rists. His political outlook was conservative-liberal (with the main ac- 
cent on “conservative"), in a way or sense which meant that he and they 
had little in common. He had a fine blend of two different visions, not 
often combined. On the one hand, he had the Burkeian and romantic- 
conservative vision of the socially useful and necessary, though non- 
rational, emotional, and imaginative foundations of social unity or co- 
hesion, order, and voluntary deference and loyalty from below upward, 
and responsible humaneness from above downward in the social hier- 
archy. And with that he combined the liberal-individualistic, rational 
and practical (economic and utilitarian) vision stressing free pursuits 
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and fulfillments of and adjustments among the self-interests of all, in 
the competitive economy and in the political system of the democratic 
state, as they could work within the limiting, modifying, and protect- 
ing milieu of that other part of the spiritual, cultural, or moral, social 
order. Adam Smith could have understood Bagehot — indeed these two 
had much in common — but the fields of awareness of the liberal econ- 
omists of this later time did not, I think, generally extend far into this 
other area. It is time now to turn to what can be said about their so- 
cial philosophies or outlooks.^ 

THE POLITICAL AND POLICY IDEAS OF THE LIBERAL 
ECONOMISTS VERSUS THOSE OF THE BUSINESSMEN 

Here the difficulty is that as a rule the social philosophies of the lib- 
eral economists were not made at all fully explicit in their writings. 
''Political economy'^ was already beginning to change — become con- 
tracted or narrowed down — into "economics’"; economists were becom- 
ing more strictly specialized, or concentrating their efforts, with a new 
intensity, on just working out a full, precise, and rigorous development 
of their own body of abstract theory of the potential working, or proces- 
ses, of the ^'free” and competitive business economy. Many of them in- 
deed also made contributions to the kinds of empirical research con- 
nected with that, which were beginning to advance beyond the early 
rudimentary stages to more modern scientific forms or methods and 
achievements. But the main emphasis was still on theoretical research 
in economics; and the social-institutional ideals and assumptions or 
presuppositions of liberal-and-scientific economic theory tended as a 
rule, in the new development and expositions of the latter, to be more 
latent than explicit. But a glance at what generally were their explicit 
views on some particular issues about proper governmental economic 
policies will serve to bring out the rather wide distance separating their 
(more consistent) liberal ideals from those which were then domi- 
nant in the business community and generally in the ruling climate of 
opinion of that era. 

The business community’s and general public’s form or version or 
understanding of economic (laissez-faire') liberalism was naturally not 
really self-consistent or fully in line with the authentic tradition 
of thought of the liberal political economists. For of course "practical” 
men have always tended to demand, simultaneously, ample freedoms 

^For excellent short accounts and discussions (appropriately documented) of 
the varied 'liheraF political philosophies of Spencer, Green, Bagehot, and other 
English writers of this period, see Crane Brinton, English Political Thought in 
the Nineteenth Century (Cambridge, Mass.: Harvard University Press, 1949), 
chap. 4. 



for themselves^ from public control of or interference with their acquisi- 
tive activities, and restrictions, for their protection or benefit, of the 
freedoms of others to invade their markets or fields of opportunity as 
new competitors on even terms. Hence the spread among the Western 
world's businessmen, after the age of mercantilism ended, of inclina- 
tions to support laissez faire in general never made them all supporters, 
e.g., of international free trade — or made this part of the consistent pro- 
gram generally popular among them, outside of mid-nineteenth-century 
England, where the special, local, and temporary situation of the Eng- 
lish manufacturers of that time did lead them to support this also, in 
their own self-interests. But in other countries and very generally in 
this slightly later time of which I am speaking, tariff protectionism was, 
inconsistently, a part of the program of public policies strongly 
supported among businessmen devoted in (some) other respects to lais- 
sez faire. Nor was there in the business world ever a prevailing, full, 
consistent awareness of the fact, and the implications for public policy 
of the fact, that within each national economy there could be a real 
harmony of all private business interests with the common or public 
economic interest of that whole community only if the economy in 
question had in it no monopolies, and no impediments limiting the 
mobility of labor, capital, and resources of all hinds out of the less and 
into the more productive and demanded and rewarding fields of employ- 
ment for them. Public policies designed to foster and maintain 
full prevalence of real, complete ''free competition" in that sense, 
throughout each national economy, have always been included in the 
policy programs of the liberal economists, but were not generally sup- 
ported by businessmen in this era. On the contrary, the latter generally 
wanted the governments of their countries and localities to not only 
tolerate but actively assist their efforts to achieve and maintain more 
or less monopolistic power positions for their enterprises, and put ob- 
stacles in the way of their would-be competitors. In short, they really 
wanted the state to be active in all the ways seen as helpful to their own 
business interests; and laissez faire to them meant only a ban against all 
the kinds of reform legislation or state intervention that were beginning 
to be demanded by spokesmen for labor, social service workers and re- 
formers, discontented agrarian groups, etc. 

Now the views of the leading "orthodox" economists of this same era, 
as to what public policies should be, were in almost complete opposi- 
tion, on all these points, to the views prevailing in the dominant busi- 
ness and political circles. The economists continued, with virtually 
complete unanimity, to argue for complete freedom of international 
trade, or free development, and full use of the benefits, of the interna- 
tional division of labor. Also, they all realized and stressed the need for 
either nonexistence or public control of monopolies, and full mobility 
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and “free competition,” as the precondition of realization of “the eco- 
nomic harmonies.” Hence, all at least opposed public policies or meas- 
ures seen as aiding growth or maintenance of private monopolies; while 
many, especially in the United States, where governmental “antitrust” 
or antimonopoly legislation began to develop in this era, saw its con- 
sistency with the spirit of true economic liberalism, and strongly sup- 
ported it. Nor did the economists only thus, in these two areas, of for- 
eign-trade policy and policy with respect to domestic competition and 
monopolies, uphold the full, consistent, laissez-faire tradition and op- 
pose the tendencies of business-community sentiment that were in- 
consistent with its applications in these areas. The economists or many 
of them also, in varying degrees, themselves departed from adherence 
to strict laissez faire in some of the other fields or directions in which 
the businessmen most strongly insisted on it, and supported many of 
the reforms most vigorously opposed in the business world. Among these 
were inspections of factories and mines and enforcement of laws to safe- 
guard the health and safety of the workers; restrictive regulations of fe- 
male labor and child labor, and compulsory education; workmen’s com- 
pensation for industrial accidents and diseases; and legalization of previ- 
ously illegal labor-union activities. Also they generally favored public 
regulation of the services and charges for the services of such both pub- 
licly essential and naturally monopolistic enterprises as the railroads 
ana (later) light and power companies; and monetary policies that 
would allow adequate expansion of the supplies of money and credit 
along with the growth of production and trade, and be just to debtor 
as well as to creditor classes. All these and many other such issues found 
the leading economists, more often than not, aligned with the demo- 
cratic, popular, and progressive reformist elements, and against the con- 
servative businessmen. Thus, all in all, there was already in that time 
a tendency among the latter to regard the academic economists generally 
as “subversive radicals.” 

A few among the economic theorists of the time, moreover, gave still 
more ground for that charge against them by giving favorable theoreti- 
cal consideration to the possibilities and possible merits of thor- 
oughgoing socialism as a regime or system alternative to free and com- 
petitive capitalism. But these were exceptional; although the range of 
differing political views among the economists was fairly wide, the ma- 
jority were firm believers in the liberal capitalist system and the program 
of liberal public economic policies already indicated here. Whether 
and how far my term “conservative liberal” applies to them is perhaps 
an open question; certainly they were as a rule much less “conservative” 
or more "progressive,” perhaps even “radical” in many cases and on 
many issues, than were most of the businessmen and upper- and mid- 
dle-class people of the time. But I think that on the whole the greater 
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number of the eminent theoretical economists of this era can be clas- 
sified as tending to be in slight degrees at least '^conservative^^ liberals in 
their over-all social, moral, and political outlooks. They were adherents 
of the traditional liberal vision, of the good, ''free’' society and economy 
with its limited role for the state and large role for the "free play” of 
private interests and initiatives, competition, voluntary adjustments 
among individuals and groups, etc.; and adherents of that vision who 
thought it was on the way to progressively fuller realization in the 
world around them. Thus they viewed that world with considerable 
optimism, and argued for preservation of its essential features and 
against all really radical, socialist, and other programs for change away 
from them. There was often too little realization, by these economic 
theorists, of the real width of the gap between their ideals and those 
that were dominant in the business community and were exerting more 
influence than their own on the current evolution of the real, existing 
order. But I have said enough about all these matters; it is time to turn 
to the new developments, in this period, in or of economic theory itself. 

"neo-classical'' economic theory; "marginal analysis,” 

OR "the revolution” in value and distribution theory 

As I have said, this era (1870 to 1914) witnessed, along with renewed 
prevalence of the liberal ideology, a great renaissance, and array of new, 
further advances of economic theory of the main-traditional, liberal-and- 
scientific, general kind. There had been, as regards the progress of such 
theory, a relatively sterile interlude of about two decades after the first 
appearance of Mill’s Principles, The Ricardian-classical theoretical 
system as expounded and improved by Mill had become, for all con- 
cerned with it, substantially a finished, static body of doctrine, repeated 
in the textbooks but no longer undergoing much further progressive 
growth and improvement. Outside the circle of its "orthodox” expo- 
nents, a good many other economists were dissatisfied with it, and vari- 
ous minor, scattered, and isolated theorists did produce, within that 
otherwise sterile interval of time, little-noticed studies which in various 
degrees and ways anticipated or resembled the new developments that 
were to conquer and dominate the field after 1870. In fact, the list of 
forerunners of those later developments runs much farther back, into 
the quite early nineteenth century. Diverse scattered writers in various 
countries, unconnected with the early classical school and unknown, 
until much later, to most economists, had done bits of work on 
the "mathematical” and "psychological” lines (see below) and had al- 
ready made some of the same "discoveries,” which were later independ- 
ently renewed and more fully developed in the big theoretical "revolu- 
tion” of the era that I speak of. Probably Von Thunen, Gossen, 
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and Cournot^ were the most important of those earlier forerunners; 
but the ‘^revolution/' i.e., its impact on the whole profession began 
when, in 1870-1871, W. S. Jevons in England, Karl Menger at the 
University of Vienna, Auguste Walras in Switzerland (University of 
Lausanne), and (though he did not fuhlish any of his work until much 
later) Alfred Marshall'*^ at Cambridge, England, all about simul- 
taneously, and independently of one another and of those forerunners, 
struck out on their differing individual variants of the new lines of 
economic-theoretical research involving, centrally, what came to be 
known as “the marginal utility theory of value." 

As it appears now in retrospect, the total movement which thus be- 
gan exhibits as a whole a striking unity-in-variety. In all it produced 
or included a large “family" of similar-and-different systems of economic 
theory, created in different countries and centers by different economists 
and “schools" or groups of them, as schemes of analysis differing among 
themselves in many important detailed respects, but all involving, in a 
broad sense, the same general theoretical vision. Although in the fol- 
lowing classification which in part is rather arbitrary, some of the 
groupings make less sense — have more internal diversity and less dis- 
tinctive characters as entire groups — than others, one may perhaps speak 
of the Jevonian, Austrian, Walrasian, Scandinavian, American, and 
Marshallian “schools," or varieties or variants of the “new" kind of 
economic theory, of this era. 

W. S. Jevons led the way in England, and the later English theorists 
whose styles and views most nearly resembled his and wdio may perhaps 
be grouped with him or called “Jevonian" — even though these two were 
in many ways unlike each other and unlike Jevons, and though all 
three were equally brilliant, original, and independent — were Philip 
Wickstead and F. Y. Edgeworth. Meanwhile, in Austria, at the Univer- 
sity of Vienna, there came on the scene at the same time with Jevons, 
but of course independently — these men and Jevons at first knew noth- 
ing of each other s work or ideas — the trio of first-generation leaders 
of the famous, still continuing, “Austrian school" of economists, Karl 
Menger, Eugene von Bohm-Baw^erk, and Frederick von Wieser. Mean- 
while again, at Lausanne, Walras — at the same time with Jevons and 

^ If any curious reader to whom those three names — Von Thunen, Gossen, and 
Cournot — mean little or nothing, will take the trouble to look them up in J. A. 
Schumpeter^s History of Economic Analysis (New York: Oxford University Press, 
1954) — using the ''index of authors'' at the end of that work, to find the three 
names and the page references under them to all the passages giving information 
about the three men and their works and ideas, and then reading the main pas- 
sages cited— he will learn a good deal about all three, and their relations to the 
later developments of theory I discuss in this chapter. 

For fuller information about these four men— Jevons, Menger, Walras, and 
Marshall — and their works and contributions, see ihid. 
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with Menger et ah, but again in complete independence and isolation 
from them all — was producing his unique and impressive system of 
economic theory which, however, was to gain any wide vogue or in- 
fluence only in a later time and slowly, because it was fully * mathe- 
maticaF^ in substance and expression, and intricate and difficult, and 
hence was at first and long remained beyond the reach or ready com- 
prehension of most economists. 'Walrasian’' theory did fairly soon be- 
gin to spread among Continental European economists of diverse na- 
tionalities, and find here and there among them various able adherents 
and exponents who went on improving it and adding to it or develop- 
ing it further on their own lines; and the ablest of all these later Wal- 
rasians was the great Italian figure, Vilfredo Pareto. In the English- 
speaking world, Walrasian (and Paretian) economics have only quite 
recently begun to be really widely studied and appreciated. But we are 
only halfway through my list of six general "groupings” of the great 
economic theorists of the last decades of the nineteenth century. 

In the Scandinavian countries, two Swedish leaders became most 
widely known and influential, beyond as well as within those countries: 
the earlier and greater of these two was Knut Wicksell, and the later 
and less original, Gustav Cassell; but there have been many others in 
that able group. In the United States, the important theorists in the era 
that I speak of were fairly numerous and diverse and do not all belong 
in any single "school.” J. B. Clark, F. W. Fetter, T. N. Carver, H. J. 
Davenport, and others developed systems considerably resembling that 
of "the Austrian school” and somewhat indebted to it, though each 
had much originality. F. W. Taussig remained, as a theorist, closer than 
others to the old, classical, Ricardo-Mill tradition, and only half 
absorbed or accepted the "new” ideas of his generation; but he had great 
wisdom, produced much good work, and taught and formed a great 
many younger American economists of outstanding merit. Irving Fisher 
stood out as the one great American mathematical economist — on his 
own, not Walrasian, lines. And now having glanced at all these groups 
I circle back to England and speak last of Alfred Marshall (of Cambridge 
University) and his pupils, admirers, and followers, the "Marshallian” 
school. This makes sense because Marshall, though he started to form 
his own system back in the time of the first appearance and impact of 
the work of Jevons, and included in it ideas similar to those of Jevons 
though arrived at independently, did not publish any of his main work 
or make his system as such known beyond the small circle of his Cam- 
bridge pupils until much later — 1890 — so that all the other "schools” I 
have mentioned were already flourishing before his emerged, so to 
speak, onto the world’s stage. As we shall see hereafter, the Marshallian 
system was in some ways a broad "synthesis,” combining elements or 
features of several of the other "new” ones of this era and of the old 

3M 



Ricardian-classical tradition generally, more fully discarded in the other 
“new” schools. 

Now I shall adopt here a doubtless arbitrary and criticizable, but 
fairly common and convenient, usage of the terms classical and neo- 
classical for designating general types of economic theory, and use these 
terms as follows. By the “classical” theory of economics I mean the old, 
early-ninctcenth-ccntury theoretical structure which was created mainly 
by Ricardo, and given on the whole its best full formulation or elabora- 
tion, with his own (Mill’s) revisions and additions, in J. S. Mill’s Prin- 
ciples. And I use the term “neo-classical” in two different senses: in a 
very broad sense, all the diverse, late-nineteenth-century theoretical 
structures, that I have referred to, can, I think, be called “neo-classical”; 
whereas the Marshallian system, alone or uniquely, was “neo-classical” 
also in a narrower, special, strict, and emphatic sense. 

The Jevonians, Austrians, Walrasians, and Americans (with the ex- 
ception of Taussig), and generally the Scandinavians (partially ex- 
cepting Wicksell) were prone to lay exclusive stress on their disagree- 
ments with and departures from the Ricardian-classical tradition, and 
regard their innovations or new concepts and analyses as making up a 
complete intellectual “revolution” or “new economics,” having very 
little in common with the old Ricardian-classical economics. But this I 
think resulted in all these cases from a too narrow or exclusive con- 
centration of attention on the (indeed important) issues, questions, or 
matters of relatively detailed and technical, conceptual and logical 
significance, involved in all the innovations or new advances; and from 
a tendency to “take for granted” and not fully realize the large amount 
of continuity that was there at the same time, as regards the broad, basic, 
underlying general outlook that was — with some changes even here 
indeed, but largely — carried on. All (in the broad sense) “neo-classical” 
economic theory had in common with the old Ricardian-classical type 
of theory, in the first place, the economic-liberal outlook and hence the 
same general conception of the province or field and over-all task of 
economic theory as such, i.e., to develop a full understanding or ex- 
planation of the abstract general “laws” or “principles” of the operation, 
functioning, or processes of the liberal economy, or system of “free,” 
private, producing enterprises and consuming households and competi- 
tive markets. And this carried with it, also, continuing work on much 
the same range of theoretical problems, concerning the “determinants” 
and modes of “determination,” in the working of that system, of the 
exchange values or relative prices of the different products, the chang- 
ing allocation of all productive efforts and resources into different em- 
ployments and resulting outputs or supplies of the different products, 
and the “distribution” or division of all income, or the value of all out- 
put, into the “shares” going as wages, profits, interest, rent, etc., to the 
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contributors of the dijBFerent kinds of ^^factors of production or pro- 
ductive services. In all the varieties of ^^neo-classicah^ theory, ne’w and 
different and generally superior analyses of these problems "were de- 
veloped, with the aid of new ^^conceptual tools^^ and reasonings, which 
led to largely or partly new and more ^'correct^^ and fuller ^solutions'' 
of the old problems. But there was to a great extent retention or con- 
tinuation of the early ^'classical" vision of the general character, struc- 
ture, and mode of operation of the liberal economy, and of the array 
and the interrelations of the main problems which should be investi- 
gated. Among all the 'neo-classical" systems in that sense, the Marshall- 
ian system was "neo-classical" also in the sfecial sense that it retained 
or carried on, and combined with (Marshall's version of) the "new" 
ideas, important elements of the old Ricardian-classical, distinctive 
analytical scheme, which the other "new schools" either wholly or more 
largely discarded. 

All of the "new schools" together achieved a very considerable ad- 
vancement or improvement of the science on its abstract and "techni- 
cal," conceptual and logical or theoretical side; an advance beyond the 
primitive or rudimentary, Ricardian-classical theoretical analysis of 
economics, which had achieved little more than a relatively clear and 
systematic formulation of "common-sense" ideas about the subject 
matter, to a much more truly or fully "scientific" kind of analysis. The 
latter, in other words, was more fully precise and rigorous, thorough, 
penetrating, and logically unified, and could yield many insights not 
readily evident or available to the "common sense" of generally in- 
formed and intelligent but not specially trained or mentally equipped 
observers of and reasoners about economic affairs. There was still not 
very much truly scientific emfirical research in economics, or effective 
work toward making the inquiry an empirical as well as a logical science; 
but the advances made in this era in theoretical research were also 
required and useful steps toward making more scientific empirical re- 
search possible later on. Yet along with all the real and important gains 
or advances that were achieved, there was I think a partly offsetting 
loss of some of the somewhat greater or relative "realism" in a meaning- 
ful sense, which Ricardian-classical theory, with all its crudity and de- 
ficiencies, had possessed. Although the latter had not spelled out so 
well, with full precision and logical rigor, all the implications of its 
basic insights; it had embodied on the whole a better intuitive grasp 
of the most important factors and connections in the real processes of 
the operation and development of the real economy. The "neo-classical" 
systems, in the process of improving theory as such, made it more ab- 
stract; and the new preoccupation with the work of perfecting the con- 
ceptual and logical details of the analysis, and working out all the exact 
imphcations of various possible sets of assumptions, or conceptual vi- 
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sions of imaginable situations, entailed a partial withdrawal of attention 
from the effort to form and adhere to a realistic vision of the real world. 

Moreover, there was also, in neo-classical as compared with the old 
classical theory, an increased and excessive concentration on just “value 
and distribution” theory, or analysis of the competitive market system’s 
way of determining the relative prices of the economy’s different prod- 
ucts, and productive services and resources, and allocating the latter 
among different industries. There was no adequate continuing develop- 
ment of “aggregative” theory, of the whole economy’s total output or 
income and the places and relations within that of total consumption, 
saving, investment, etc.; and theory of economic growth or develop- 
ment. Perhaps, however, all these limitations of “neo-classical” eco- 
nomic theory were or made up only the unavoidable and not excessive 
“price” of all its new, real, and great achievements, which on the whole 
outweighed them. And it would be futile to deplore the fact that the 
new advances made economic theory, as it had not been in earlier 
times, too intricate, “technical,” and esoteric to be readily intelligible 
to a very wide public; although this change probably reduced its in- 
fluence on public opinion and actual governmental economic policies. 
For of course the “science” still did not gain enough prestige to make 
the public willing to accept the recommendations of economists -without 
understanding the analyses behind them. Economics had to go through 
this pha.se of its development, which was of more value for its still later, 
further progress than for its current usefulness within this era. 

Now 1 turn to consideration of die two main aspects of the innova- 
tions or novel elements in neo-classical as compared with Ricardian- 
classical economic theory. In a sense all these innovations were 
mathematical in form, i.c., in their conceptual and logical nature — even 
when expressed in ordinary language, not in the special “language” of 
mathematics. And in substance the most important substantive innova- 
tions were in a sense “psychological,” i.e., were comprised in the new 
analysis of “utility” or all the human wants and satisfactions, subjective 
feelings, and comparative estimates of the amounts of “utility” of differ- 
ent goods or goals or gains, or in short “motives,” thought of as under- 
lying, producing, and directing human economic behavior. In other 
words, on its formal side, all the “new” economic theory systematically 
carried out — although often entirely or mainly in ordinary verbal lan- 
guage — applications of the concepts and logic of integral and differ- 
ential calculus to the task of analyzing the relations among the changes 
of variable economic quantities — “inputs” of work and of other re- 
sources in production and “outputs” of products, and market supplies, 
demands, prices, costs, incomes, spendings, savings, investments, etc. 
And with the help of this new conceptual and logical apparatus, as 
applied in this particular field, the attempt was made to analyze fully 
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— as Ricardian-classical theory had not tried to analyze — the psycho- 
logical or subjective backgrounds of consumers’ demands, and evalua- 
tions of products, and the backgrounds in the same sense of all economic 
choices or decisions and actions; as well as greatly to improve on the 
older 'classical” analysis of the other, not human-psychological, but 
physical or material part of the economic subject matter — the relations 
among the changes of the "tangible, objective” economic quantities or 
variables. 

THE MATHEMATICAL ASPECT 

On its formal side then, all "neo-classical” economics represented an 
early stage of the long, slow development, which still is going on today, 
of "mathematical economics” or what may be called a gradual "mathe- 
maticization” of economic theory. Yet in a sense the real origins or 
"roots” of this development are very old; only the "fruits” have been 
slow to appear and "ripen,” To a great extent many of the central prob- 
lems of all economic theory always have been, in one aspect, mathe- 
matical in kind or nature, i.e., problems needing to be studied with the 
aid of mathematics. Thus there were already gropings and anticipations 
in this direction in quite early times and by economists with no com- 
mand of any mathematics beyond arithmetic. To go no farther back, 
the Ricardian-classical "law of diminishing returns” of additional prod- 
uce from more intensive cultivation of agricultural land was an insight 
which really needed, for its proper statement, a simple use of differ- 
ential calculus; though Ricardo and the Ricardians could only explain 
it clumsily, in words and with the aid of arithmetical illustrations. And 
in fact that "law of diminishing returns” was only a special case of a 
much more general principle, the elaboration of which in all its bearings 
came to pervade, and make up a great part of, all "neo-classical” eco- 
nomic theory. Moreover, another indication of the real shortness of the 
distance separating "classical” economic theory from the later growth 
of "mathematical” economic theory, is the fact that Malthus, of all 
men, foresaw the latter and expressed his belief that "fluxions” (as the 
branch of mathematics that is now called "calculus” was called then) 
would someday come into use in economics, as it already was in physics 
and other sciences. Nor were the first steps toward the fulfillment of 
that prediction long in coming, though they came in other circles un- 
known to Malthus and Ricardo. In all a good many scattered mathema- 
ticians and economists produced significant pieces of work in 
mathematical economics within the first half of the nineteenth century. 
The most important of them all, probably, was the French mathemati- 
cian Cournot, whose Mathematical Theory of Wealth, published in 
1830, was later to influence Marshall and others. But the modern growth 
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and general spread, among all economists, of the vogue of this kind 
of work, to the point of causing most young economists to feel that 
they must become equipped and able to take part in it, was long delayed 
and has been slow. 

Thus there were great differences among the various leading late- 
ninetcenth-century theorists already mentioned here as regards the 
senses and degrees in which their works were “mathematical.” Jevons 
strongly urged his view that the science was inherently mathematical 
in nature and must become so overtly, or be developed with full use of 
all the relevant mathematical aids to both research and exposition; and 
he tried in his own work to make full use of his rather limited knowl- 
edge or command of mathematics. Although he was a brilliant econo- 
mist and theorist, his limitations on the mathematical side were such 
that — so a competent judge,^ with a high opinion of his work, has 
said — a skilled reader of his writings can see that he evidently had to 
do his economic-theoretical thinking “in English” (not in mathematics), 
first, and then “translate” it, or a few parts of it, rather painfully and 
awkwardly, into mathematical formulations. On the other hand, the 
same authority has said that the converse of that procedure was the 
practice of Alfred Marshall. A first-rate mathematician and a great 
economist, Marshall thought out his system mathematically, but then 
expressed or presented it mainly and as far as possible — wholly in his 
main text — in ordinary verbal language, “hiding away” all his supple- 
mentary mathematical formulations in footnotes and appendixes, in 
order to avoid “scaring away” otherwise qualified but not mathematically 
equipped readers, and to make his work attractive and intelligible to a 
wide public of businessmen and other “lay” citizens as well as econ- 
omists and scholars of all kinds. 

Nor docs this contrast between Jevons and Marshall indicate by any 
means the full range of the variety of attitudes, abilities, and practices 
among the “neo-classical” economists. The members of the Austrian 
school completely avoided any overt use of mathematics, and performed 
extraordinary feats of complete, thorough, lucid exposition of their 
analyses in ordinary verbal language; although in essence their ideas 
and reasonings were mathematical, and could have been presented in 
mathematical “language” with far greater economy as compared with 
the prolix or repetitive verbal expositions needed to fully clarify and 
“drive home” their points. Again in complete contrast, the work or sys- 
tem of Walras was uniquely and fully mathematical in both conception 

*I am referring to Allyn A. Young, who, during the 1920s, was a Professor of 
Economics at Harvard and at the London School of Economics (where he died, 
though still only in his late fifties in age). I was a graduate student under him at 
Harvard, and remember these statements about Jevons and Marshall in his lec- 
tures to us then; as far as I know they appear in none of his published writings. 
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and development, and presentation — using sets of simultaneous equa- 
tions to display the general forms of the relations of interdependence 
among all economic variables. The Walrasian system long stood almost 
alone as representing 'mathematical economics'’ par excellence, and 
in consequence the system long had, among economists in general, a 
quite limited receptive 'public/' Apart from it, some works by Irving 
Fisher, a very few other economists of this era, and the "real” Mar- 
shallian system as fully understood only by the few fully, mathemati- 
cally equipped students of it — ^most of the literature of economic theory 
produced in this era was not, or hardly, on its face, "mathematical” at 
all. Simple graphs — demand, supply, and cost curves, and the like — 
appeared in all or most theoretical treatises and textbooks, but that as a 
rule was the only "mathematics” used in exposition or presentation. 
However, the common, prevalent body of "conceptual tools” and rea- 
sonings was, to repeat this point, in real essence mathematical all the 
same — a set of applications of those used in diflferential calculus — even 
though they were generally expressed only in verbal language. 

Since that era, down to the present day, the continuing development 
of mathematical economics in countless newer forms has gone far be- 
yond all that was known or conceived in the time of the "neo-classical” 
systems. But because the latter did represent the virtual beginnings — 
in the bulk of the literature — of this kind of work or economic thinking, 
and do need appraisal in this aspect or respect, among others, I venture 
to present here a few words of comment on the value and limitations 
of mathematical economics, as I see it. I am sure that this kind of work 
does have an important place and value as one of the kinds of investiga- 
tive work to be carried on by economists. It is the best way of doing the 
useful things it does do — ^with intellectual economy and full precision, 
rigor, and thoroughness; and no doubt in many of its more advanced 
developments, it is the only way of dealing at all with the problems 
therein considered. Some of the deficiencies that are often present in 
such work only reflect the still transitional state of the profession in 
this matter, or the fact that not all economists who try to work in this 
way or field are adequately equipped as both economists and mathemati- 
cians. Too often, those who are really good mathematicians are not 
very good economists, and vice versa. Able mathematicians generally, it 
has often been noticed, "mature” as such or reach the "peak” of their 
powers as mathematicians while still quite young — since this is purely 
a matter of developing and exercising intellectual ability, and not at all 
a matter of acquiring experience and knowledge of "the real world.” 
But mastery of economics — of its real subject matter — requires accumu- 
lation of experience and knowledge, and growth of personal maturity 
and wisdom through the greater part of one's lifetime. The good, mature 
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economist, who did not become a good mathematician in his youth, 
generally finds it extremely difficult or impossible to do so by starting 
late in life. On the other hand, the brilliant young mathematician and 
mathematical economist may in some cases never become in all respects 
a really good economist, because for him it may be easy to attain high 
prestige without ever learning much about the real economic subject 
matter. It can be easy and fascinating to play all kinds of intellectual 
games with arbitrarily devised and chosen sets of postulates and rea- 
sonings having little relevance to any social-economic realities and real 
problems; and within a profession in which many of the members are 
easily overawed by such mathematical-intellectual performances, they 
may bring a false prestige resulting from the human tendency to con- 
fuse exact knowledge of the implications of ideas or propositions with 
exact knowledge of substantial truths about the real, empirical world. 

The developments, which are going on today, of scientific (niainly 
statistical) empirical research in economics, and fruitful unions and 
reciprocal interactions of these with mathematical-theoretical research 
hold greater promise. But in my opinion even this kind of work can 
never become more than one small part of all the investigative work 
and thinking which .should be carried on by economists. Aside from 
the transitional difficulty already mentioned, there are permanent or 
inherent limitations of or around the important value of all mathemati- 
cal economics, even when it is combined with or includes statistical 
research and is thus in its own way or sense empirical as well as theo- 
retical. All good work of this kind helps to meet important real needs 
and I do not mean to belittle it. But I think there are and will always 
be other equally great needs for studies and reflections of quite other 
kinds, concerned with the nonmeasurable and not even conceptually 
quantitative, intangible, elusive “human elements” of the economic 
subject matter and the complete human-social contexts within which 
it always occurs; and with all the values, of all kinds (aesthetic and 
ethical as well as economic) which are at stake in all human, private 
and public, action or conduct. These very extensive and supremely 
important parts of the subject matter that should properly concern all 
economists are of such a nature that they necessarily elude the grip of 
all mathematical and indeed all strictly scientific, intellectual machinery; 
but the tendency to exclude them, on that ground, from the field of 
the economist’s interests is I think a radical and tragic error. 

Achieving in the study of economics and political economy a well- 
balanced union of all of the appropriate mathematical and statistical 
work, with all the appropriate work of other kinds — in economic psy- 
chology and sociology, economic and general history, and general and 
social, moral, and political philosophy— achieving this is not easy. It 
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never has been done ideally well, and the modem trends in intellectual 
life lead mainly away from it, but I think it remains the supreme need 
and proper ideal of the inquiry. 

THE PSYCHOLOGICAL ASPECT 

In a sense the ' neo-classicar' phase of the history or development of 
economic theory involved not only the beginning of the still continuing, 
progressive ^mathematicization*^ of much economic theory, but also 
the beginning of the trend, which I have just been deploring, toward 
general prevalence of the mistaken view or supposition that all eco- 
nomic theory could be made mathematical in nature, or reduced en- 
tirely to precise and rigorous, logical theorizing about, only, the relations 
among economic quantities or variables and among their changes. And 
this I think was responsible for the limitations (as well as the achieve- 
ments) of the so-called ' psychological'^ part or aspect of all neo-classical 
theory — the new ‘utility analysis" which played so great a role within 
it. There is almost a paradox in the dual contrast between Ricardian- 
classical and neo-classical economics. The former, although it lacked 
the latter's calculus-bom conceptual tools, gave most of its attention to 
the related changes of the objective, physical-quantitative, economic 
variables and, though in a general way recognizing and assuming the 
existence and roles of the subjective-value or “utility" variables, had 
very little to say about them. The neo-classical theory, on the other 
hand, applied its new conceptual tools first of all to the task of analyzing 
the behavior of those subjective variables, and stressed this part of its 
work as its most fundamental new achievement and the very basis of 
its renovation of the science. It often tended even to reverse the Ricar- 
dian-classical one-sidedness or go too far toward the opposite extreme, 
i.e., give insufficient attention to the purely objective part or side of the 
subject matter — although the new conceptual tools were really more 
fully adequate for study of the latter. It is true, however, that the new 
(calculus) concepts were also needed for achieving, and in this use 
did achieve or yield, a systematic, general, abstract, or formal analysis 
of the “quantitative" variations of experienced “utility" or want-satis- 
factions with the physical quantities of desired goods or services 
acquired and enjoyed; and the general forms of the patterns of the 
economic choices and behavior of all human actors in the economy, in 
their various situations, which would maximize their satisfactions; and 
the effects of such human behavior on the “behavior" of all market 
demands, prices, supply adjustments, etc., or the functioning of the 
economy. And all this “utility analysis" had real validity and a substan- 
tial though limited significance and value, as far as it went. It was a 
real gain for economic science to be thus enabled to resolve the old, 
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false “paradox of value,” or to discover and establish the real relations 
of dependence of exchange values or prices on use values or the rela- 
tions of the things priced, to human wants and satisfactions; and to get 
some new light on not only the effects of human actions on the physical 
variables, but the responses to the latter, the motivation, and the likely 
directions of the human actions themselves. But the narrow limitations 
of the real significance of the new "psychological” part or component 
thus introduced into economic theory must be fully recognized, as they 
generally were not in the heyday of neo-classical theory. 

As “psychology” this merely formal, abstract analysis of the diminish- 
ing intensities of “wants” as they become more nearly satisfied, and the 
patterns of allocation and use of incomes or resources required to maxi- 
mize men’s total satisfactions of their constellations of “wants” of all 
kinds — as “psychology” it is all very superficial. It is only an extremely 
simple and abstract schema which conveys virtually no information 
about or insights into men’s specific psychological make-ups and proc- 
esses and behavior-patterns, or the sources and likely developments and 
changes of particular “wants,” etc. Moreover, the ambiguous notion of 
“rational” behavior involved in that of “maximizing satisfactions” made 
it too easy to confuse the "psychology” with the logic involved in the 
analysis, and cither falsely impute a real and significant, ideal “rational- 
ity” to all actual economic behavior or else, as the one sure way of 
avoiding that error, so define the terms and construe the analysis as to 
make it simply tautological, and hence “true” about all possible be- 
havior, and entirely devoid of information about any actual behavior. 
Too often, the neo-classical theorists did both of those things at different 
points in their discussions. First, they carefully used the safe or neutral, 
tautological version of this theory about human wants, behavior, and 
satisfactions, as long as they were engaged only in “explaining” (not 
evaluating) the operation of the economic system. But then, in arguing 
the case for economic liberalism or faith in the virtues of the "free” 
competitive system, they slipped into the assumption that all actors in 
it would behave with perfect, real “rationality” in their own best in- 
terests. Thus they reached the conclusion that the system would work 
perfectly to maximize the economic welfare of the population. Nor is 
the normative interpretation of this formal theory of “rational,” utility- 
maximizing conduct any more useful than its positive interpretation as 
a formal analysis of actual behavior. The positive economist needs to 
make real psychological studies, and the "welfare” economist needs to 
work out real, reflective, and consistent “value-judgments.” Both need 
to go beyond the mere introduetion to these provinces afforded by the 
utility calculus, on further into these provinces themselves, where in 
great degrees the logical security but empirical (experimental) empti- 
ness of mathematics must give way to vague, insecure gropings for more 
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substantial and specific though unavoidably less precise knowledge and 
wisdom. 

SPECIFIC CHANGES OF ECONOMIC 'DOCTRINES^' 

From all these general comments, however, on the achievements and 
the limitations of the ^ mathematicar' and the ' psychologicar' aspects 
of all that was *'new'’ in neo-classical as compared with Ricardian-classi- 
cal economic theory, I turn now, finally, to a different, over-all com- 
parison of the old and new systems of economic ^'doctrines/’ In trying 
to discover the general ^laws'' and results of the ‘natural'^ operation 
or functioning of the free and competitive business economy, Ricardian- 
classical theory had started with considerations about the national 
economy s aggregate supplies of land, labor, and capital, including the 
fixity of the supply of land and the tendencies of the labor and capital 
supplies to grow as long as the resulting growth of output and the real 
wages and profit shares of that enabled them to do so. Attention was 
fixed primarily on the physical production of material goods, the ratios 
of the outputs to the required inputs of labor and capital, and the tend- 
ency (with given techniques of production) of those ratios to fall (in 
agriculture) as the land became more crowded; and this basic vision 
yielded, together, a theory of production and a directly connected theory 
of income-distribution or the wages, profit, and land-rent shares of the 
national output. The theory of 'exchange” and the relative values or 
prices of the different products then appeared only as the final part of 
the analysis. Here again, as the magnitudes and changes of the public’s 
demands for the different products were merely assumed, with no effort 
to explain or analyze them or their "psychological” backgrounds in 
consumers’ wants and subjective evaluations or utility estimates, the 
stress was all on the adjustments of the supplies of products to the 
market demands whatever those might be, and — as in the end control- 
ling these adjustments — the 'physical determinants of production costs 
("costs” considered as inverse to physical efficiency in production), i.e., 
the required inputs of labor-time and real resources represented by the 
final or last-added units of the equilibrium supplies or outputs of the 
different products. 

Now in contrast with all that, neo-classical theory of the economy’s 
functioning began with consumers’ wants for and evaluations of and 
demands for the final products — the "utility analysis” of the subjective 
backgrounds of market demands and market-or-demand prices, not at- 
tempted in Ricardian-classical theory. And from this new starting point, 
the neo-classical theory proceeded in the opposite direction, or reversed 
the field. From the demand prices (for given supplies) of the different 
products, the new analysis derived the demand prices for the productive 
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services, in the production of those products, of the workers, capital, and 
land employed, and thus moved from the subject of ‘Value'^ into that 
of income-distribution, instead of doing the reverse. This also led to 
the view that all '^costs of production’' are in their main aspect "'oppor- 
tunity costs,” i.e., the payments which the producers of each product 
have to make for the productive services, of all kinds, which they hire 
and use, depend upon or must equal the alternative opportunities or 
possible earnings of the recipients, in other industries, which in turn 
depend upon the demand prices, in the markets, for the other products. 
The competitive equilibrium adjustments of the outputs and supplies 
of the different products to the demands for them would, it was said, 
indeed make their selling prices equal to the costs of producing them. 
But the latter, made up in each case of the payments for productive 
services, made necessary by the selling prices of the other products, 
could not be regarded as independent causes or determinants of the 
selling prices of those particular products. The demands in the economy 
for all its different products, and the resulting, rival demands for the 
productive services of its limited supplies of all factors of production, 
would determine both the prices of the products and those of the pro- 
ductive services, hence also the costs of producing the products. 

This argument, however, though of course valid in its own field of 
reference, and implicitly recognized in Ricardian-classical theory, was 
no argument against — did not join issue with — the real thesis of the 
latter s value theory, which in its view of the price-determining role of 
production cost had reference not to the prices but to the quantities of 
the productive services "embodied” in a unit of each product. The two 
theories or views on this general question were really not inconsistent 
but complementary — each stressed the part of the complete answer 
which the other "took for granted.” But neo-classical theory did lead 
to a better logical unification of "value and distribution” theory, or 
theory of the working of the price system in the "pricing” both of prod- 
ucts and of the services of the different factors of production. And in 
the latter field, by generalizing the old "law of diminishing returns” 
into a law of decline of the "marginal productivity,” and demand price 
for the services, of any factor whenever the supply of it increases rela- 
tive to the available supplies of the other factors, the neo-classical anal- 
ysis in a sense ended in the area in which Ricardo’s started, but with a 
more symmetrical and flexible or, in short, general view of the problems 
in that area. 

Yet here again the one-sided stress on productivity and demand, in 
contrast with Ricardo’s stress on cost and supply conditions, led to a 
different delimitation of the field of inquiry. In Ricardo’s theory of 
income-distribution, the supply of labor was expected to increase to the 
point of reducing its real wages to the "subsistence” level — the "cost of 
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production’^ of that labor supply — and the supply of capital, likewise, 
was expected to increase until the rate of profit or interest would fall 
so low that no more accumulation would occur; only in the case of land- 
rent would the changes of '‘demand” have the decisive influence, since 
the supply of land is fixed and without any cost of production. But in 
neo-classical theory the tendency was strong to ignore or rule out the 
problems of the ultimate "supply prices” for labor and capital, and 
extend Ricardo’s view of land and rent to all the factors and income 
shares, i.e., to regard the aggregate supply of every factor in the whole 
economy as simply "given” at each point of time and not to be ex- 
plained by economic theory, and to consider productivity and demand 
conditions only, in "explaining” income-distribution. This in a way 
corresponds to the contrast, at the other "end” of the entire route trav- 
ersed in opposite directions by the two types of theory, of the Ricardian 
neglect of, and the neo-classical stress on, the foundations of demands 
for the final products; as the neo-classicists added what Ricardo omitted 
at that "end,” they omitted what he mainly emphasized at the other 
"end.” But my generalizations in this chapter about "neo-classical” 
theory have referred to all its varieties except the Marshallian one — 
which largely retained many of the Ricardian elements omitted in the 
others and was thus a "synthesis”; and to this I now turn, in the next 
chapter. 
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CHAPTER 13 


Marshallian Economics 


INTRODUCTORY 

Among the great late-nineteenth-century economic theorists who 
were mentioned in the last chapter, Alfred Marshall emerged or stood 
out finally as perhaps the most eminent and widely influential single 
figure, at least within the English-speaking world. Hence it seems not 
inappropriate to present now, after the merely general survey of the 
whole, broader movement that has just been offered, a more detailed 
examination of the particular system of economic theory erected by 
Marshall — England’s, if not the world’s, greatest economist of his gen- 
eration. In the entire historic line of the great British economists, more- 
over, Marshall, I think, belongs in the company of Adam Smith and 
John Stuart Mill; that is, the qualities and merits of his work were more 
or less equal, and in some ways similar, to those of their works. The 
more advanced and technical or esoteric nature of Marshall’s work as 
a theorist meant that it could not directly reach and influence so wide a 
public as had been directly impressed by the Wealth of Nations and 
Mill’s Principles. But along with his new, more intricate, theoretical 
analysis, evolved with the aid of higher mathematics, Marshall had also, 
in common with Smith and with Mill, a similarly wide range of inter- 
ests and knowledge, great breadth of outlook or vision, and depth as 
well as breadth of knowledge and wisdom; and he strove, with no little 
success, to communicate it all to as many other professional and “lay” 
minds as possible. 

Marshall’s family forebears were substantial businessmen and dis- 
senting or nonconformist men of faith and piety, and he retained much 
of the special kind of ethical outlook or convictions that derived from 
that background. He believed in both the economic and the ethical 
merits or virtues of a civilized, free, and competitive capitalism or eco- 
nomic “system of free enterprise” — that is, he valued such a system not 
only for its superior economic efllciency but, still more, for its healthy, 
disciplinary, moral influence on the characters of all the human in- 
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dividuals at work within it. And in his writings he continually mingled 
much ^'Victorian moralizing^^ with his positive scientific theory or analy- 
sis of the economy's functioning.^ But he also brought to his work a 
wide knowledge of philosophy, the natural and 'moral" sciences, his- 
tory, and mathematics; and he achieved in his work in economics not 
only his great theoretical system and insights, but also a large amount of 
detailed empirical and realistic knowledge of the English industrial 
and business world of his time. He was also very well versed in the 
history and historic literature of economic theory, including especially 
both the earlier "classical" political economy and all the newer advances 
beyond that which were maturing in his time and to which he made 
his own contributions. 

Along with Jevons, Monger, and Walras, Marshall was the fourth 
independent originator of "the marginal utility theory of value" and 
the entire "revolution in value and distribution theory," though he 
delayed the publication of his version of those new ideas for almost two 
decades, and was meanwhile developing and circulating them only in 
"the Cambridge oral tradition." ^ Unlike the other leaders in the new 
movement, he did not regard it as a complete intellectual "revolution" 
in the science, or a complete new theory of economics which should or 
could entirely displace or replace the old Ricardian-classical theory; in- 
stead it seemed to him to lead, properly, only to some revisions of and 
additions to that. There was also one other respect in which he differed 
from both his forerunners and his contemporaries among economic 
theorists, in his outlook as a theorist, or in his conception of the proper 
nature and role of theory as one part of the work of economists: more 
distinctly than others, he introduced the idea that a system of theory 
should be thought of as only an "organon" — an apparatus of conceptual 
and logical "tools" for use in continuing, both theoretical and empiri- 
cal, research — and not as a system of fixed and final doctrines or es- 
tablished truths. 

I shall attempt no more here than a review of some parts of Marshall's 
Principles — the book that presented by no means all, but the most im- 
portant part of, his work.^ At the outset of that book he defined the 

^ I put the phrase “Victorian moralizing” in quotation marks because it was used 
— ^with strong overtones of disparagement and protest — ^by the late Professor 
J. A. Schumpeter, in characterizing and discussing Marshall's work. See his ex- 
tensive half-laudatory and half-adversely critical treatment of the latter in his 
History of Economic Analysis (New York: Oxford University Press, 1954), passim. 

^ See the memorial article on Marshall by his distinguished pupil, J. M. Keynes, 
in Memorials of Alfred Marshall, A. C. Pigou C^d.) (London: Macmillan and 
Co., Ltd., 1925), and also in Keynes' Essays in Biography (New York: Harcourt, 
Brace and Company, Inc., 1933). 

® Alfred Marshall, Principles of Economics, 8th ed. (London: Macmillan and 
Co., Ltd., 1922). 
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field or ^ scope^^ of economics, as he thought of it, very broadly and 
rather vaguely: economics, he said, is not only the science of wealth, 
but a science of the activities of ^mankind in the ordinary business of 
life/' ^ Going on to explain this, he insisted that economists should 
include in their province, or the field of their keen interests, study of 
the effects of men's economic activities, surroundings, relations, and 
lives on their human characters as well as on their earnings, wealth, 
and standards of living. And in the short sketch of the economic and 
general history of Western civilization, which became an appendix to 
this introductory chapter of his Princifles, Marshall made clear his own 
view of the way in which the historic and on-going evolution of the 
prevailing pattern of economic life had been and was making that, 
on the whole, progressively ''better" in its effects on men's characters 
as well as on their economic achievements. What he saw in this history 
was a gradual progressive growth of the freedom, independence, and 
rationality of the economic activities and behavior of individuals; a 
tendency of more and more of them to come to be, in successive epochs, 
less and less controlled by arbitrary, blind, and rigid customs and tradi- 
tions; or to be increasingly free, disposed, and able to manage or con- 
duct their own affairs through independent, informed, and rational 
personal decisions on their ends or goals and the most efficient ways and 
means for attaining them, available to them, in their situations. Al- 
though he recognized, and on the whole approved also, as one part of 
the further consequences of all that, a historic growth of competition 
or competitiveness — rivalry or 'racing" by men against one another, 
for economic gains won through efficient service in the markets — ^he 
insisted that there had been and was going on along with that a more 
or less equal growth of voluntary cooperation among men and groups, 
for common ends of all sorts. And he denied the charges, made both by 
socialists and by the lovers of more ancient ways, that a "greedy," selfish 
competition, antithetical to and inconsistent with cooperation for the 
common good, was really the or a distinctive or essential feature of the 
long-emerging, modern, individualistic or libertarian, private-enter- 
prises-and-free-markets form of economic society. 

Aware that to many people "competition" was a "bad word," signify- 
ing strife in contrast with cooperation, and holding it to be untrue that 
the business system which he believed in was especially or necessarily 
strife torn or unsocial, Marshall preferred, in describing that system — 
which was for him an ideal that had been in process of slow realization 
throughout Western history — to emphasize mainly, as its most impor- 
tant features, not competition or competitive acquisitiveness, but in- 
dividual freedom, independence, and rationality. Further, he saw in it a 
multiform blending of much harmless, healthy, and socially beneficial, 

*lhid., book I, chap, i, passim. 


339 



tempered or sportsmanlike competition with as much, in many forms, 
of spontaneous cooperation; basic cooperation among all in the ex- 
change of mutual services, through the system of markets; and flexible 
adaptations of the activities of all as producers to the wants and de- 
mands of all as consumers, and to the possibilities of using resources in 
the most efficient or productive ways, and an all-around progressiveness 
— all this, resulting from the growth and spread of individual freedom, 
independence, and rationality, and of many alternative opportunities 
available to everyone for him to choose among. Nor was it only, to re- 
peat this point, the resulting economic efficiency and progressiveness 
of a system of this kind that appealed to Marshall. Even more impor- 
tant, in his view, were the wholesome moral effects, on the characters 
of individuals generally, of the greater responsibilities for their own 
behavior and success and welfare, and decisions on and fulfillments of 
their social duties, going with their greater freedoms as free, independ- 
ent, rational individuals, not fully or strictly controlled or guided by 
any complete and rigid mass of collective customs and traditions, or of 
collective or public rules and regulations of a more modern kind. 

Seeing the past evolution or progress of Western freedom-and-order 
in those terms, Marshall hofed that the same progressive evolution 
would continue indefinitely in the same direction, in the future beyond 
his time. It would, he hoped, in due course bring about, through ad- 
vancing productivity and the spread everywhere of ever-improving 
employment and earning opportunities, eventual, complete abolition of 
all life-stunting poverty; make good lives possible for all men; and 
continually increase the freedom, the variety and richness, and the 
relative harmony, of the lives of all. But he feared to some extent, as 
the one evil development that might prevent the realization of those 
high hopes for mankind, a possible growth of too much organization 
and centralization of control of economic life, in either or both of the 
forms of excessively large private business firms or organizations, or/and 
state socialism or excessive control of national economies by national 
governments. His judgments ran against both socialism and ^^big busi- 
ness,'' on the same grounds: in any gigantic organization, public or 
private, of the working lives of vast numbers of men, there would be 
the same inevitable curse of a vast, elaborate bureaucracy with its dead- 
ening routines, injurious both to efficiency and to the freedom, inde- 
pendence, initiatives, and morally healthy responsibilities of the 
individual. On his conviction, however, that efficiency would suffer, he 
based his hope that in the long run the too enormous units would prove 
self-defeating and would not prevail; in a competitive world the winners 
and survivors would be not the supergiants but the firms, in all the 
various industries, which managed to grow up to but not beyond their 
optimal sizes, at once large enough for the best use of the most eflficient 
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technologies available in their fields, and yet small enough to enable 
the human beings who must together manage and operate them to 
function at their individual and collective bests, and have the right 
incentives, opportunities, manageable and agreeable tasks, and harmoni- 
ous relations, conducive to their most efficient personal performances. 

Also, Marshall further fortified his hope by stressing, as variables af- 
fecting the efficiency of the firm, not only its size but also its youth or 
old age as a firm, and matters likely to be connected with that. The 
able, enterprising founder of a new firm, though it might be small at 
first, would often bring to it new ideas and a fresh vigor that would 
ensure success and growth, even in competition with older and larger 
established firms in the industry. Growth up to the new firm’s optimal 
size would react favorably upon, as well as result from, its successes; and 
so would, for a time, the concurrent process of maturing, mastering the 
problems of the industry and the firm’s situation in it, and achieving 
the best relations with the best suppliers, customers, etc. But in time 
the firm, growing old and perhaps too big, would come to be less vigor- 
ously and progressively managed; the founder or founders would be 
succeeded in the top directing posts by less able and/or less personally 
concerned men, who would only carry on the business in a routine way 
and rely on the firm’s established reputation. And this old firm would 
decline and eventually yield up its place in the industry to a newer, 
younger, initially smaller one, again brought into being by another 
creative entrepreneur of a new, young generation. The whole economy, 
and each of its great industries or sectors, would be like a forest, made 
up at each point of time of many individual firms (trees), of all ages 
and sizes or positions in their individual life-cycles. The largest and 
oldest units would be declining toward their deaths, while in many 
cases the youth and vigor of the smaller firms would more than offset 
the disadvantages of smallness; and these firms would grow and lose 
those disadvantages and take the places of the decadent or dead. In 
this way, Marshall hoped, the economy would remain permanently 
and adequately competitive, or free from the enduring, gigantic mo- 
nopolies which he viewed with disfavor on both economic and ethical 
or humanistic grounds. He envisaged a system of many independent, 
rival enterprises, among which the majority would be of moderate sizes, 
and with enough long-run turnover to preserve enough room and op- 
portunities for many new, small men and firms. 

Marshall’s system of economic theory, then, was about the func- 
tioning — the operating and self-adjusting processes — of an economy 
or economic system of that kind. But it was not about an unreal, ideal 
world of ^pure” and/or 'perfect” competition — concepts that are now 
familiar among economic theorists but have been developed since Mar- 
shall’s time. That is, Marshallian theory was not about a world or system 
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in which the individual firms were assumed to he so numerous and 
small in all cases that each one^s decisions and actions would be strictly 
determined by external, general, market conditions which it could not 
in the smallest degree control or influence; nor was it about a world 
conceived as having in it no impediments to the prompt, immediate 
achievement, by all firms and all individuals, of the ideal or '^optimar^ 
adjustments of their activities to their situations and opportunities in 
each current interval of time; nor did Marshall in any manner * assume 
away'’ all disharmonies between private and public interests. The now 
familiar, very modern, refined concepts of the purely imaginary and 
(in any real world) impossible conditions that would have to exist in 
an economic system to make it one of 'pure" competition (devoid of 
any elements of "monopoly power" or "market power" in the hands of 
any individual firms or units in the system) — and of the other condi- 
tions required to make the system "perfectly" competitive (devoid of any 
"frictions" preventing or retarding transfers of men and resources out 
of old into new employments, or transfers of patronage to other sellers, 
or readjustments of men's doings to their changed, best opportunities — 
such "frictions" as deficiencies of knowledge of the available alterna- 
tives, or deficiencies of mobility, obstacles to movement or change, etc.) 
— these modern, logically refined ideas of the logically required assump- 
tions in a theory of an absolutely ideal or perfect "liberal" economy, 
which if it could and did exist would function with entire perfection 
on the lines of Adam Smith's economic-liberal ideals — were as yet un- 
known to Marshall and his contemporaries, as well as to all still earlier 
economists. And there is no validity in the now too common notion 
that, because the "liberal" economists of past generations, from Adam 
Smith to Marshall inclusive, often had tendencies to be in some ways 
relatively optimistic about the "natural" functioning of the "competi- 
tive" economic systems they envisaged and theorized about, they must 
have been, in effect, unconsciously assuming the prevalence in those 
systems of "pure" and "perfect" competition, as we now understand 
these concepts. Let me explain this matter a bit further, and then go 
back to Marshall. 

The older economists generally tried to develop not absolutely precise 
and rigorous theories of a purely abstract, absolute utopia, but rough, 
approximate, and much more realistic theories of the main, broad, gen- 
eral tendencies in the operation of what they thought were or 
could be, in the real worlds around them, relatively well-working, real, 
or realizable economic systems characterized by the general internal 
prevalence of enough competition, mobility, etc., to make them "tend" 
to operate or function in substantially the indicated way or manner. 
And they generally had, I think, more awareness than they fully ex- 
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pressed of the imperfections, from their standpoint, of the real condi- 
tions and results occurring in the real-world systems they were analyzing. 
They tended to accept the inevitable imperfections as a matter of course 
and say little about them, because their standards of comparison were 
not any fully and precisely spelled-out conceptions or figments of the 
'perfect’’ system from their point of view, but real or potentially real 
alternatives viewed as markedly worse than the kind of best-really-pos- 
sible system they were trying to describe, analyze, and advocate. But in 
any event, in the case of Marshall there can be no doubt that he at 
least strove to make his system of theory as realistic as possible, as a 
theoretical account or analysis of the actual working of the real eco- 
nomic world around him; and there is no doubt that he was quite fully 
aware of the prevalence in that world of the phenomena which we 
now call those of "monopolistic” (in contrast with "pure”) competition, 
and others which we call those of "imperfect” (in contrast with "per- 
fect”) competition. And with his own conceptual tools he did what 
he could to designate and analyze those real phenomena along with 
others; although he did not possess — as no one did until after his time 
— the modern, precise concepts and theories of those real phenomena 
and their unreal opposites, which were in fact developed in the next 
generation, hy students of Marshall’s work, precisely through further 
study of the logical problems that were not satisfactorily solved within 
his system, and could not be with just his set of conceptual tools. 

Marshall’s theoretical work aimed at realism, but his method was to 
start with simple, avowedly not fully realistic — reality-simplifying — 
sets of assumptions about, or conceptions of, situations in parts of the 
economy; suppose single variables within those situations to change in 
particular ways, and all others capable of affecting the results to remain 
constant; "reason out” the consequences of those provisional assump- 
tions; and then in subsequent, successive steps, introduce more and 
more of the complex, likely, real conditions and occurrences into the 
assumptions, or modify and complicate the latter toward full realism, 
and at each step again "reason out” the consequences of the changed 
assumptions. He was keenly aware of the almost infinite complexity 
of the real economy; of the endless number and variety and variability 
of the variables in it, and relations of interdependence among them all; 
and of the artificiality of his procedure of mentally "isolating” one part 
of the economy (e.g., one industry) and one small group of variables 
important in and for it, at a time, "impounding” everything else in the 
"pound” of coeteris farihus, and asking how, on these unreal assump- 
tions, a particular change of one of the "isolated” variables would affect 
the others. But he held this method of piecemeal or "partial” analysis, 
and progressive approximation toward a more realistic and complete 
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analysis, to be the only available route to an at once richly and accu- 
rately detailed, and comprehensive understanding of the functioning 
system. 

There remains one more introductory topic on which a few words 
must be said: how Marshall conceived, and sought to understand, the 
motives and behavior-patterns of the human actors in the economy, or 
the general forms of their reactions to and upon the changes of the 
external ^variables'" in their economic situations or environments. He 
held that in the universally money-using business economy, ^^the meas- 
uring rod of money" serves to 'measure" and record or register, in market 
prices of all kinds, the strengths or intensities of the "motives" or psy- 
chological, subjective motive-forces of all kinds, (i) which cause in- 
dividuals to be just willing to pay those prices for, and buy the amounts 
they do buy of, the particular goods or services concerned; or (2) which, 
in the cases of the sellers, make it necessary and sujlficient to pay the 
prices in question to them, to overcome their other desires or the attrac- 
tions for them of their other opportunities, and induce them to con- 
tribute their quotas to the available supplies of the goods or services 
in question. "The measuring rod of money" could thus serve the econ- 
omist in a role analogous to that of "the chemists' balance" in the lat- 
ter's science. Economics could be the relatively most exact of the social 
sciences, not because the human motives included or involved in its 
subject matter could be thought of as peculiar in any way, or divided 
off from another part of the range of all human motives and regarded 
as having peculiar, measurable properties, hut because market prices, 
in a money-and-markets economy, provide uniquely exact "measures" 
of the motive-forces, of all kinds, which are at work in it. Marshall de- 
nied the existence of any special "economic" motive or motives; money 
and economic goods are not ends but means, and they are means to all 
kinds of human ends. Hence economic activities and decisions reflect 
or involve desires or motives of all kinds; but the relative strengths of 
all the rival desire-forces impelling men to different actions in the 
markets get "measured" for the economist by the relative market prices 
which prove necessary and sufficient to bring about the actions that he 
can observe there. 


UTILITY AND DEMAND; AND COST AND SUPPLY 

Of the six "books" or parts of Marshall's Principles of Economics, 
the first two are introductory or concerned with preliminary topics, in- 
cluding those I have now discussed here. The "body" of the work begins 
with Book Three, on "Wants, Consumption, and Demand"; and this, 
significantly, is quite short— a series of six very short chapters. The 
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theory of this subject was the part of economic theory that was under- 
going the most vigorous development in Marshall’s time, and he himself 
was an important contributor to that new development, and might have 
been expected to share the common enthusiastic view of his fellow 
workers that they were building the all-important, entirely new founda- 
tion of the entire science — the basic part of it all, and the part needing 
the most extensive treatment. Yet Marshall in fact regarded this analysis 
of consumers’ wants, demands, and satisfactions as a simple, small, and 
minor part of all economic analysis — in a way the least important 
part of the whole, and capable of being fully presented, briefly, 
though having its logical place as the first step in a logical presentation 
of the whole. He did not concur in the view that this new part of eco- 
nomic theory, added by his generation of theorists, should dominate 
and 'revolutionize” the whole. For him it was only an addition of sub- 
stantial but limited importance to Ricardian-classical economic theory, 
leading also to a measure of revision of the latter, but not replacing it, 
and leaving that older body of theory, as improved, still the main part 
of all economic theory — the part dealing with the more extensive, diffi- 
cult, and fundamental parts of the entire field or subject matter. 

In other words, in Marshall’s view the new analysis of the psycho- 
logical or subjective backgrounds and the shapes and changes of the 
consuming population’s demand-price functions for the economy’s dif- 
ferent, particular products — the effects, with given demand conditions 
(functions), of changes of the prices of products on the quantities 
demanded or salable, and the effects of changes of the functions them- 
selves (determined by the numbers, tastes, and incomes of consumers) 
on sales volumes at given prices, or prices obtainable with given sales 
volumes — all this filled what had been a serious gap in the older body 
of economic theory. Now that the new theory of this part of the subject 
matter was available, it was logical to start with it in presenting the 
entire theory of economics, since all production went on in response 
and adjustment to consumers’ demands, and study of the behavior of 
the latter was therefore a logical prelude to the study of production and 
the economy’s functioning. But Marshall agreed with Ricardo in be- 
lieving that, although demand conditions and their changes played the 
main role in the short run^ in determining the relative prices of the 
different products, and the profitabilities and expansions or contractions 
of the different industries; still the main big task lay in the study of the 
processes of response and adjustment of production and the supplies 
of products to the public’s demands for them, and the behaviors or 
variations, in those processes, of the physical variables — ^ratios of re- 
quired inputs of labor-time and other resources to resulting outputs of 
products — involved in the cost-supply functions, and of main impor- 
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tance in the long run in determining the points of equilibrium in the 
adjustments of supplies to demands, and the relative equilibrium prices 
or values of the different products. 

Thus after presenting the new theory of consumers^ demands, briefly, 
in Book Three of his Principles, Marshall went on to lay the other, 
second, and more important part of the foundation of his theory of 
prices and incomes, or the market system^s pricing of all products and 
productive services, and the economy’s functioning, in a much longer 
Book Four. This book considers the factors, organization, problems, and 
processes of production, and the physical efficiency or “real-cost” ele- 
ments of the cost-supply or supply-price functions for the economy’s 
different industries and products. The treatment, in the main group of 
chapters (9 through 13), of the last-mentioned topic — the cost-supply 
functions of different types, for different types of industries and prod- 
ucts — is the core of this book, and the logical sequel to Book Three 
completing along with that, the foundation for Book Five, on “value” 
or the prices of products; and I shall here concentrate attention on this. 
Book Four as a whole contains also, in the chapters about the different 
factors of production, some preliminary, partial suggestions of the cor- 
responding parts of the theory of income-distribution, which is later 
resumed and more fully developed only in Book Six: but I shall defer 
consideration of all this material until we get to that final book. 

In the central or “core” part, then, of Book Four, the questions taken 
up concern the effects of growths or expansions of whole industries 
(in response to enlargements of the markets or demands for their prod- 
ucts) upon efficiency and therefore upon production costs within the 
industries, and so upon the eventual amounts of the expansions of the 
industries and their outputs, and eventual levels of the prices of the 
products, which given demand increases would “tend” to bring about 
in the long run. Each “industry” within the economy is conceived as 
made up of a more or less large number of independent, competing firms 
or enterprises or producing units, all contributing to the aggregate sup- 
ply of one kind of product. And the different “industries” are held to 
fall, as regards the forms of their cost-supply functions, into two main 
categories: on the one hand, the agricultural and, more generally, all 
primary or raw-materials-producing industries, and, on the other hand, 
manufacturing or processing industries and perhaps all those in the 
fields of transportation, merchandising, etc. The primary industries, 
which are especially dependent for their efficiencies on the amounts and 
qualities of usable land and natural resources available to them, have 
their cost-supply functions affected mainly though not solely by the 
“law” of or “tendency” toward “diminishing returns” in the old Ricar- 
dian-classical sense of this term or concept. That is, as these industries 
expand toward the limits of their abilities to produce more from the 
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limited available supplies of their required types of land resources, 
their expansions must sooner or later pass points beyond which the fur- 
ther increments they can add to their outputs will '"tend’" — so far as 
the effect of this one most important feature of their situation is con- 
cerned — to diminish relative to the required additions to their inputs 
of labor and capital; in other words, the additional costs of producing 
the additional increments of output ''tend'' to rise. Even in these in- 
dustries, however, this one "tendency" alone is not, as we shall see in a 
moment, the whole story, but is more or less modified or partially offset 
by other consequences of expansion — "economies," or improvements 
of the organization of production and efficiency of use of all factors, 
made achievable by and likely to be achieved with growth of these 
industries and others serving them and the producing units in them. On 
balance, Marshall thought, expanding primary industries would have 
rising additional costs of producing further additions to their outputs, 
but the steepness of the rise of these costs would be lessened or moder- 
ated, more or less, by the contrary effect of the "economies" contingent 
on growth. And conversely, in the industries of his other type in this 
matter, though here again both kinds or modes of influence of expansion 
on efficiency and cost would be at work, the outcome "on balance" 
would be the other way. 

Thus in any manufacturing industry — or any industry — the effects 
of land scarcity and "diminishing returns" in the classical sense are 
never absent. The best or most advantageous locations or sites for fac- 
tories in any particular manufacturing industry are limited in number 
and in their sizes or areas. As the industry expands, both the increasing 
intensity of use of those best sites — "crowding" them with more or 
larger and higher buildings, to use more labor and machinery and pro- 
duce more output on them — and the resort also, by the same or/and 
additional new firms in the industry, to other, inferior sites or locations 
— ^both of these developments will, of themselves, "tend" to increase 
the additional costs incurred in the industry relative to the resulting 
additions to its output. But in every case of this kind, Marshall thought, 
those effects of expansion on costs would be more than offset by the 
contrary effects of all the "economies" of various kinds — improvements 
of the organization, methods, and efficiency of the industry's production 
process resulting partly from the growths of individual firms and their 
increasing realizations of the economies of large-scale or mass produc- 
tion, and partly from the growth of the industry as a whole and the 
associated growths of all others serving or aiding it and its member firms 
— developments of the common, external environment around the 
latter, helping them all alike regardless of their sizes, to reduce their 
costs per unit of output. The "economies" resulting for a firm from 
its own growth — those of large-scale production as such — Marshall 
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called ''internal economies.” But these, he thought, generally had limits 
in the sense that a firm’s efficiency would be increased by its growth 
only up to some "optimal” size — generally small enough to leave it still 
a rather small part of its entire industry, or leave room in the latter for 
many or at least several other firms also at or near their "optimal” sizes 
— and that further enlargement of any one firm heyond that size would 
work to make it less efficient. Hence Marshall’s belief, that continuing 
growth of any whole industry in this general category would continue, 
without limit, to lower the prevailing, average, per unit cost of produc- 
tion of its product, depended heavily on the importance of what he 
called "external economies” — the cost-reducing effects, for all individual 
firms within the industry and for all "scales” of production by them, 
of the growth or enlargement of the industry as a whole (with new 
firms entering it), and all the associated, favorable changes of or in the 
environments of the included firms. 

With the growth of a whole industry there would tend to go a grow- 
ing regional specialization or concentration — most of the firms or their 
main plants would come to be located near each other in the region or 
part or the country affording the best facilities of all kinds for efficient 
production of the kind of product or products involved. Apart from the 
initial or "natural” advantages of the region for the industry in ques- 
tion, the very concentration and growth of the industry within that 
region would draw into it, or stimulate the development of, everything 
required to enable the industry and its member firms to become more 
efficient: ample supplies of labor with the special skills required in the 
industry, supplies of capital, business ability, and the needed profes- 
sional skills all provided locally by people attracted to and familiar with 
the industry and region, and expanding and improving auxiliary in- 
dustries and services of all the needed types. Some "external econo- 
mies” realized by the firms in the particular industry might depend on 
"internal economies” of large-scale production realized by other firms 
in other industries, supplying those in the first one with "parts” for 
their products, or items of equipment. But the whole Marshallian con- 
cept of "external economies” is a very broad one, as has now been in- 
dicated. 

If we return for a moment to consideration of the (on balance) in- 
creasing-cost industries, e.g., branches of agriculture, we find a passage 
of Marshall’s showing how he "put together” the effects in their ex- 
pansions of the classical "law of diminishing returns” or rising cost due 
to growing "pressure” on the limited land supply, and the contrary 
effects of the "economies” — ^particularly "external” ones — brought about 
for even these industries by their growths or expansions. In the passage 
referred to, Marshall envisages the long process of gradual settlement 
and growth of an initially, very sparsely populated and little-developed, 
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“frontier” farming region. As more and more of the region’s arable land 
is brought under cultivation, and the more fertile soils are cultivated 
with increasing intensity, the region’s whole output of agricultural 
produce increases but at rising, added costs for the added units of output 
— in so far as simply the input-output ratios on the farms themselves are 
concerned. But the total process entails also growth of towns in the 
region, more and better roads, more and better and cheaper equipment 
and farm supplies, and marketing facilities available to the farmers, or 
in short many “external economies,” all tending to lessen the rise of 
cost with output. The possibility of important “internal economies” of 
large-scale farming, by large business units operating with great areas 
of land, masses of mechanical equipment, the best scientific farming 
techniques, armies of wage-earning field labor, and the most efficient 
business methods — this possibility was not within the field or range of 
Marshall’s theoretical vision, as its practical realizations have only be- 
gun to appear in the world in our present time. But even this is entirely 
consistent with his points and only adds to them another one which 
may perhaps, where it too is operative, “tip the balance” that he talked 
about the other way, or make even the affected parts of agriculture 
subject to not increasing but decreasing cost with increase of demand 
and output. 

It is necessary, of course, in considering Marshall’s “laws of cost,” 
i.e., of the directions of change of cost with growth of output for differ- 
ent kinds of products, to understand that they necessarily “abstract 
from” or leave out of account all technological advances in or affecting 
an industry which occur in the course of time and may accompany, but 
cannot be explained as simply results of, growth or expansion of the 
market and the industry. To draw a “cost curve” for, e.g., an agricultural 
product, showing rise of cost with growth of output, does not imply 
that, if the growth goes on over a long period of time and the relevant 
technology is revolutionized in the meantime, the cost (per unit) of 
producing the product will be higher at the end than it was at the be- 
ginning of the period. The “curve” means only that, with a given, 
unchanging technology — or one changing (improving) only in so far 
as expansion per se brings about improvements — expansion in the face 
of land scarcity, etc., will of itself tend to increase, progressively, the 
additional costs of successive new additions to the total output. If while 
the expansion is going on other events, independent of it, occur and 
lower the industry’s production costs — as they might have done in any 
case, even with no expansion — their effect as far as the “cost curve” is 
concerned is not to alter its slope but to “shift” all of it downward, or 
make it necessary to redraw it at a lower level throughout. And the 
concrete, historical “trend” of the relevant costs — or “supply prices” for 
the different outputs properly adjusted to demand conditions at the 

349 



different dates — througli the time interval concerned, 'will then be a 
separate line, reflecting the composite or resultant effect of the two 
sets of causes — a '^time series'^ of ^'cost'^ figures, declining through time 
in consequence of the technological advances (downward shifts of the 
^^cost curve^^ or cost-supply function), but showing a rate of decline 
reduced or moderated by the influence of the ^^tendency’^ of cost to rise 
with the increase of output as such, as indicated by the form of that 
'curve'' or function. And so also, of course, in the other case of Mar- 
shall's "law of decreasing cost" for an expanding manufacturing in- 
dustry: here again the cost decreases referred to include only those 
brought about by the expansion as such, and the "economies" con- 
tingent on or resulting from it, and do not include any others brought 
about in the meantime by other independent causes, such as new in- 
ventions, which again would "shift" this entire cost curve downward, 
and not be in any part responsible for its downward slope. 

In this connection, however, Marshall introduced a distinction be- 
tween two types of technological advances or improvements. What I 
have just said would apply, in his view, to and only to all "substantive 
new inventions" representing truly novel achievements of advancing 
science or applied science, and not any predictable results of the growth 
of this market and industry. But growth itself would often be necessary 
and sufficient to bring into use in the industry, adaptations and applica- 
tions of previously existing knowledge or ideas capable of leading to 
cost-reducing improvements of parts of the industry's equipment, 
methods, and production processes, but only when the industry at- 
tained a sufficient size. Thus Marshall did include in his categories of 
the "internal" and "external" economies through which the growths of 
firms and industries would reduce their per unit production costs, all 
such improvements of their actually used technologies, involving not 
any "substantive new inventions" but only the adaptations and applica- 
tions of existing knowledge which would become profitable for and 
be carried out by the growing firms and industries as they grew suffi- 
ciently. 

Throughout his discussion of the effects of growths of markets and 
industries of different types on the costs of production of the different 
products, Marshall did not strictly, mentally "isolate" one (each) single 
industry at a time and assume it alone to be growing within an economy 
of an unchanging, aggregate size, or with only transfers of demand and 
of resources to the growing industry. Instead — as I have already implied 
at various points — ^he was really, throughout, envisaging (as Ricardo 
had done) on-going growth of the entire economy; not of its territory, 
land-area, or basic supplies of natural resources, but growth of popula- 
tion, of the "national income," of the flow of saving-and-investing and 
the stock of accumulated wealth or capital, and of the flow of aggregate 
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consumption spending. And as parts of all this or in this setting, he 
envisaged growths of (presumably) most of the many diverse, particular 
industries, not necessarily in any steady or particular proportions or 
without (also) transfers of demand and of resources, back and forth, 
among them, but always within or as parts of the growing, whole econ- 
omy. Only with this "'background'^ assumption of general growth in 
mind can we understand why, in his theoretical scheme or picture, the 
'"tendency" of a growth of the demand for and output of any primary 
product (raw material) to raise its cost is never neutralized or made 
inoperative by events releasing for this use enough additional, suitable, 
good, or highly productive land — i.e., offsetting contractions of the 
demands for and outputs of other products "competitive" with this one 
for this land. And with regard to his "decreasing-cost" industries, Mar- 
shall's broad account of the "external economies" likely to be realized 
by or in each one of them as a growing industry again involved the 
assumption of a growing, whole economy, in whicn each single industry 
would be made increasingly efficient not only by its own growth, but 
also by the associated growths and improvements of all others forming 
useful parts of its environment. 

Thus the general conclusions that emerge from the entire discussion 
may be summarized as follows. In the growing economy, increasing 
pressure on the limited supplies of land (space) and natural resources, 
and the working of the classical ""law of diminishing returns" in ex- 
ploiting them, by itself makes for rising costs with growing outputs. 
This ""tends" to be of predominating importance in the agricultural 
and other primary industries producing raw materials; hence the out- 
puts of the latter generally tend to be increasable only at rising costs — 
costs rising at least gontly along ""curves" which may, however, be con- 
tinually or recurrently shifted downward by technological advances. 
On the other hand, apart from the growing pressure on the land, the 
other effects of economic growth — growth of population, aggregate and 
per capita income and wealth, consumption, and investment, and so 
of markets, industries, and firms — all contribute to growth of increas- 
ingly elaborate and efficient division of labor or economic specialization 
in all its forms or aspects, and improving coordination, reciprocal ad- 
justments, and organization of all activities, and abilities fully to utilize 
the most advanced and efficient available techniques and the often very 
large and expensive indivisible units or blocks of equipment required 
by them; and so to progressive reduction, in all these ways, of per unit 
production costs for most kinds of products. These favorable effects of 
growth on efficiency tend to be of predominating importance in all or 
most manufacturing or processing industries. Whereas raw-materials 
costs tend to rise, in the growing economy, the costs of processing the 
raw materials into finished products tend to fall; even apart from the 
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new major technological advances which, again, may repeatedly bring 
downward shifts of these '^cost curves'^ also. And now finally, if we 
combine the costs of raw materials and costs of processing for the differ- 
ent finished or complete products, and ask what happens to the full 
costs of the latter, we get a range of possibilities that includes a new, 
third category. In the cases in which the increases of raw-materials costs 
and the decreases of processing costs happen to just about offset each 
other, the outputs of the finished products will increase at constant, 
full costs of production per unit. And in other cases, where the raw- 
materials costs are of main importance and/or increase more sharply 
than the processing costs decline, the full costs rise, for increasing 
outputs; and where the “balance tips” the other way, they fall. But we 
shall encounter all these propositions again, and more fully explore 
their implications within Marshall’s theory of “value” or the system’s 
determinations of the relative prices of all products, in Book Five, to 
which we now turn. 

SUPPLY AND PRICE ADJUSTMENTS OVER 
DIFFERENT LENGTHS OF TIME 

In Book Five, Marshall “puts together” in a rather complicated way, 
his analysis, carried over from Book Three, of the psychological back- 
grounds and the forms and changes of consumers’ demands for different 
products, and the analysis made within Book Four, which I have just 
summarized, of supplies and costs of production as affected by growth 
of output in response to growth of demand. But the complexity of his 
dual, demand-and-supply analysis, or utility-and-cost analysis of the 
“value” problem is due chiefly to another feature— his division of the 
whole problem into a series of subproblems concerned with the different 
modes and degrees of response and adjustment of supplies to demands 
which “tend” to occur and complete themselves over different lengths 
or periods of time. In this matter, he went beyond the early “classical” 
division of “value” theory into only two parts — theory of the immediate 
causes of the temporary “market price” of a good in each current, short 
interval of time, and theory of the ultimate causes tending to control its 
“natural price” or the central, “true” value around which the more 
volatile “market price” would oscillate and toward which it would be 
always tending to return “in the long run.” In Marshall’s theory there 
were not two but three different “stages” or parts of the long process of 
fully adjusting the supply of a good to a given state of the demand or 
market for it, and thereby adjusting the market price of the good to 
the normal level, just fully sufficient to induce or evoke continuing, 
steady production and marketing of the right supply, equal to the 
amount demanded at that same level of the price. All this involved the 
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(fully conscious, deliberate) unrealistic, artificial device of assuming 
or supposing the demand situation to change only at long intervals and, 
after each change, remain constant throughout the time required to 
complete all three of the successive hut overlapping “stages” of the 
process of fully readjusting the “supply” of the good to that nevi? fixed 
state of the “demand” for it. Thus, it must be admitted, in the real world 
the changing, actual prices of things never, or rarely ever, arrive at — 
much less remain or continue at — Marshallian “long-run normal” lev- 
els. Usually if not always, long before the supply of a thing can become 
so adjusted to any recently established and temporary state of the de- 
mand for it, as to bring its price to the “normal” level, the demand situa- 
tion changes again, and the process of readjustment begins all over 
again. 

But this serious deficiency, or lack of full realism, of Marshall’s theory 
of these matters was not his fault, so to speak, and does not mean that 
his theory was or is useless or irrelevant to the understanding of what 
does go on in the real world. What it means is that whatever can be 
done in the way of analyzing or explaining demand conditions and 
their changes cannot by itself — as Marshall insisted — take us more than 
a small part of the way toward a full understanding of the processes of 
price determination and the economy’s functioning. In a fast-changing 
world the public’s demands for particular products are in most cases 
subject to cither continual or frequent, rapid, erratic, and often great 
or drastic changes, which economic analysis can at best only partially 
explain, and cannot predict. In themselves the potential processes of 
adjustment of the outputs and supplies or market ofEerings of different 
goods to any given, stable demand situations — the supply adjustments 
possible in time in a competitive business economy with all factors of 
production “mobile” in the long run, out of the less and into the more 
remunerative employments — are amenable to much more nearly full 
and satisfactory, scientific analysis than are the erratic changes of de- 
mand conditions. Hence there is no better way of working toward the 
fullest possible understanding of real economic changes and adjustments 
than first to do what is possible in the study of demand and then “sup- 
pose” demand conditions to change at intervals but remain stable 
through sufficient intervals, and thus fully to explore the more under- 
standable potentialities or inherent “tendencies” of supply adjustments. 
And those “tendencies” have real significance even though they are 
seldom allowed to proceed all the way to their final, logical destinations. 
Economic events, developments, or changes can be thought of, usefully, 
as of two kinds: the unpredictable, originative changes, and the much 
more predictable (in principle) adapive changes in adjustment to them. 
Economic analysis can be little more, and should aim to be nothing 
less, than full analysis of the internal logic, so to speak, of the adaptive 
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changes and all their potential consequences, or the processes of adjust- 
ment to initially existing, basic conditions including the results of past 
originative changes. And this can be worthwhile even though it can 
be only a partial analysis of the concrete, real developments — not the 
whole truth and hence not wholly true about them — since they are 
affected also by the ''interfering,'' new originative changes which pre- 
vent the attainment of complete adjustments by redirecting the proc- 
esses of adjustments toward new goals before the old ones are attained. 

Let us then, with the true Marshallian understanding and acceptance 
of its imperfect realism, examine the Marshallian theory of the types 
or degrees of adjustment of the relations of demand, supply, and price 
attainable over his three different orders of lengths of time after the 
establishment of the demand conditions being adjusted to. Only in 
the final part of this discussion, pertaining to complete adjustment or 
the longest of those time intervals or "the long run," will we again meet 
those "laws" of production of increasing outputs at increasing, constant, 
or decreasing cost, which were discussed above. We have first to start 
at the other end, with theory of "market" price in the "very short run," 
or the kind of immediate, provisional adjustment or "temporary equi- 
librium of supply and demand" which "tends" to become established 
very quickly. This "run" of time is defined as too short to allow any 
change, within it, of the current volume or rate of production of the 
good. Hence the "supply" that can vary within this time interval is or 
means not "output" or new production, but the amount being offered 
on the market by the holders of the already previously produced, exist- 
ing "stock" of the good, who may either be eager to sell out their com- 
plete holdings quickly at the current price, or be inclined to withhold 
them and wait for the price to rise, or be of varying minds in the range 
between the two extremes. Hence also, no production costs are capable 
of influencing the selling price or its movements within this interval; 
producers' costs can affect the prices at which the products can be sold, 
only as they bring about adjustments of the amounts produced to or 
toward equality with the amounts demanded or salable at cost-covering 
prices; and within time intervals, immediately subsequent to demand 
changes, which are too short for any such adjustments, market prices 
are entirely independent of or unaffected by producers' costs. 

Thus, the "supply curve" used in study of the interactions of supply, 
demand, and price over the very short run is not a "cost curve" of any 
kind; what affects the "supply" put on the market by the dealers holding 
the existing stock is not any costs that have been incurred, but two 
factors together determining the dealers' decisions to sell now or wait— 
their guesses as to whether the now-ruling market price will rise or 
fall, or persist unchanged in the immediate future, and their needs to 
sell quickly or abilities to wait as determined by their needs for or re- 
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serves of or 'liquid'^ assets. In general, the higher the price pre- 

vailing at any moment, the larger will he the supply attracted by that 
price, so to speak, onto the market for immediate sale. This ^'supply 
curve,'' then, is drawn to indicate simply the tendency of supply to vary 
with price in this direction — to become the greater, the higher the price 
obtainable, and the smaller, the lower the price attainable. The ‘‘demand 
curve," however, runs as always in the other direction, i.e., price in- 
creases reduce the amounts demanded on the market, and price de- 
creases increase them. Hence the two “curves" intersect at the only 
price that equalizes supply and demand and is therefore able to endure 
■ — as long as the demand and supply situations or sets of possibilities 
described by the “curves" remain unchanged. Any price higher than 
this one “equilibrium" price will make the supply greater and the de- 
mand less, or will cause the amount offered to exceed the amount 
wanted; and this will cause the price to fall back toward its “equilib- 
rium" level. Any price lower than this appropriate one will reduce the 
supply and increase the demand, or cause more to be sought than is 
offered, with the result that the unsatisfied demanders will “bid up" 
the price to its “equilibrium" level again. 

Now let us move on to consideration of the further adjustments which 
tend to occur in the next longer “run" of time — a longish “short run," 
intermediate in length between the very short run and the “long run." 
Here we meet some of Marshall's most original, unique, and important 
contributions. This order of time duration is defined as long enough 
for readjustment, by the industry producing the good or product under 
consideration, of its current output of the product, within the limits 
set by the existing “capacity" of the industry, but not long enough to 
allow any change of the latter also, in adjustment to a changed state of 
the demand for the product. Hence we now have to consider some but 
not all elements of the producers' costs as exerting an influence on, and 
sure to be at least “covered" by, the product's selling price, within this 
period. The two kinds or groups of cost-items, all included together 
in the total costs incurred by a producing firm, were respectively called 
by Marshall, in his English terminology, the firm's “prime costs" (for 
a given output) and its “supplementary costs." In the terminology more 
familiar to American businessmen and economists, the Marshallian 
“prime costs" are called “operating" or “variable" costs, and the “sup- 
plementary" costs are the firm's “overhead" or “fixed" costs. That is, 
the former category consists of the outlays or expenditures such as the 
wages bill which decreases or increases along with current output, the 
payments for materials, fuel or power, etc., which do the same, and in 
short all the items that (as totals) are thus variable, fairly promptly, 
with or according to the current volume of production. And the other, 
“supplementary" or “overhead" or “fixed" costs are those such as the 
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interest which must be paid on the firm s permanent or long-term debt 
(bonds), the depreciation of buildings and machinery, property taxes 
and all taxes independent of the current volume of production, the 
salaries of the more permanent, nonvariable part of the staff of em- 
ployees, etc. — in short, all items that, as totals, remain ''fixed'’ or con- 
stant obligations of the firm over extended periods, regardless of the 
variations, within those periods, of its output or volume of production, 
even if that varies over the entire range between zero and "full capac- 
ity.” The location, however, of the line between the two categories 
varies with the length of the time interval that is being considered; the 
shorter the interval, the more of all the costs are "fixed” through its 
brief duration, and the longer the interval, the more of all the costs 
become variable or adjustable. "In the long run” all costs are variable, 
i.e,, a long continuing, increased, or great demand, enabling the firm to 
sell and continue selling at a high price a greater output than it was 
previously equipped to produce, will lead it eventually to increase its 
"capacity” — add to its "plant,” permanent staff, capital debt, etc. — 
and in so doing also increase its (for shorter periods) "fixed” costs. And 
a long continuing "slump,” or loss of business, making its former "ca- 
pacity” and "fixed costs” decidedly and enduringly excessive, will lead 
it eventually to sell, lease out, convert to other uses, or abandon idle 
plants or machines, etc., retire or pay off a part of its debt, reduce its 
entire staff, etc., and thus reduce all its costs or outlays. But over any 
period of, say, more than a few weeks but less than a year or two, there 
is likely to be a fairly clear and definite division of the cost-items into 
the two categories that have been described. 

Now let us suppose that there occurs a large decrease of the public's 
demand for the good or product being produced by an industry or all 
the firms composing it; a decrease such that, even if they reduce their 
selling prices to very low levels, the firms cannot sell more than frac- 
tional parts of their "capacity” outputs; and that this lowered demand 
remains in effect for a considerable time. In this situation, what will the 
firms do — if they act "rationally” in their own interests, i.e., to minimize 
their losses — and what will happen to their costs and outputs, and the 
supply and price of the good on the market? Clearly they will, to some 
extent or other, reduce their outputs and thereby reduce, in more or 
less nearly the same proportions, the totals of their current operating, 
variable, or in Marshall's word, "prime” costs, as such. For each firm 
this kind or part of cost per unit of output will perhaps not be greatly 
changed; though as we shall see in a moment, there are reasons why 
per unit variable cost is unlikely to be constant throughout the range 
of all possible (within "capacity”) outputs. The total of the "fixed” 
costs will remain "fixed”; hence this part of the cost per unit of output 
will rise sharply — and the more sharply, the farther output is reduced. 
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In the situation, however, of a greatly reduced demand for the product 
and excessive totals of ^^capacity’^ and ^'fixed costs’" throughout the in- 
dustry, it will be impossible for the firms, whatever they may do, to 
obtain prices and sell outputs, or realize receipts, sufficient to cover 
their fixed as well as or in addition to their variable costs. Even if they 
combine or agree to eliminate competition among themselves, act to- 
gether as an industry-wide monopoly, and try to maintain the price of 
the product at a level high enough to cover the full per unit cost of 
production; the effect of the high or maintained price will be to so 
reduce the volume of sales and output, and increase the amount of un- 
used or idle, expensive ^^capacity,"" as to raise the 'per unit fixed cost 
to a level above that of the price agreed on. Every attempt to raise the 
latter, further, to the level of the former, will, by further reducing 
sales and output, only push the per unit fixed cost to a still higher level. 
In a situation of this hind it is the better — ^less disadvantageous — policy 
to give up the impossible effort to cover or recoup the full cost of pro- 
duction and, by lowering the price of the product, sufficiently maintain 
the volume of sales and production to prevent an inordinate rise of 
the full cost per unit, and make the excess of total receipts over the 
total operating or variable cost as large as possible. But in order to an- 
alyze this case more fully, as Marshall did, we must consider the likely 
shapes and relations of the demand and variable cost ^curves,” and 
the likely or loss-minimizing behaviors of the firms, (i) if they are in 
full, mutual competition for the available business, and (z) if the com- 
petition among them is restrained or limited in a measure, in the way or 
on the grounds — to be explained below — which Marshall thought 
would generally prevail. 



It is perhaps safe to assume that as a rule, with variations of the 
output of the industry, the typical 'prime cost” per unit of output would 
remain about the same — at least for all outputs within a middle range, 
all well below the industry’s capacity, but all large enough to avoid the 
"diseconomies” of the extreme reductions of the employed personnel or 
working forces that would make it impossible to maintain the normal 
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patterns of division of labor or specialization of roles required for nor- 
mal efficiency. Were the slump of demand to be so severe as to oblige 
each firm to discharge all but a small fraction of its normal number of 
employees, and cut down production to a very small fraction of its 
capacity output, its operating cost per unit for that very small output 
might be raised in the way just indicated; and a partial recovery of de- 
mand, sales, output, and employment might again reduce this per unit 
operating cost to its * normah' level. And near the other end of the pos- 
sible range of outputs, with demand so increased (again) as to cause 
the firms to try to produce nearly to the utmost limits of the capacities 
of their plants, etc., per unit operating cost would rise steeply, with 
overtime wage rates, day and night shifts and the extra costs of the lat- 
ter, and ^'diminishing returns' of extra output by the extra labor etc., 
with the limited, fixed amount of equipment. But over a large middle 
part of its whole length the "curve" of per unit operating cost may be 
"horizontal." And if so, the all-important (for our problem here) "curve" 
of "marginal" cost — additions to total cost, entailed by successive unit 
additions to output — ^will be identical with that of per unit operating 
cost throughout this part of the latter. Since the total "overhead" or 
"fixed" cost will be fixed, the whole or sole increase of total cost when 
output increases is the increase of total variable or operating cost; and 
if this is varying in direct proportion to output, the additional cost of 
producing an additional unit is the same as the per unit operating cost 
for any output in this range. With the near-approach to full capacity 
output, however, and rise of per unit operating cost as explained above, 
this "marginal-cost" figure — extra cost of each new extra unit of output 
— rises more than, or to levels increasingly above the simple average or 
per unit (operating) cost figure. Still the "curve" of "marginal cost" as 
a function of output — MC in the diagram on page 357 — -has the same 
kind of shape as that of per unit operating cost, on the assumptions made 
here; or it is, where the latter "curve" is "horizontal," identical with it, 
and where the latter rises, MC also rises, though even more steeply. 

Now let us, for the moment, concentrate attention on the situation 
of considerably depressed demand and operation by the industry in the 
range of outputs for which per unit operating cost and marginal cost 
are constant and identical. The reason for the importance of the con- 
cept of marginal cost is that, as long as a firm can increase its volume of 
sales by (if necessary) reducing its selling price, and can still in this 
way increase its total receipts or revenue more than its total costs will 
increase, it obviously '^pays" the firm better to get the additional business 
in this way— by price cutting — than not to get it. In other words, so long 
as the (low) price which must be quoted in order to sell a bit more of 
the product is still at all above marginal cost for the slightly increased 
output — or the additional cost of producing to fill the additional orders 
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— the additional business will add more to income than to outgo, and 
is worth going after. Thus under conditions of all-out competition for 
business among the firms in a temporarily depressed industry, each firm 
would be led to continue to cut the price down to the level of its margi- 
nal cost for the resulting output; and this as we have seen would be the 
same as per unit operating or variable cost in the assumed situations. 
The latter then is the only '^floor ' under prices, or lower limit of price 
cutting, under such conditions; all *‘fixed^' costs are without influence 
on the price which ^^tends'’ to prevail during the time over which they 
are ‘'fixed''; the “tendency" is toward a price equal to marginal cost and 
thus, when demand is far below the industry's capacity, to operating 
cost per unit, only; and equality of supply with demand at this low price. 
Such situations indeed cause competitive pricing to be called “cut- 
throat" competition; i.e,, it leads to a price below the full cost of produc- 
tion. These situations also stimulate efforts to bring about industry- 
wide organization and an enforceable agreement among all the firms to 
restrict their outputs and the supply on the market, and maintain the 
price at a level at least more nearly covering per unit full cost. But the 
possibilities of success for such efforts are likely to be limited. The basic 
cause of the inadequate price, or price below the full cost of production, 
is not simply interfirm competition but the insufficient total demand 
for the product in any event, or excess of capacity and of total fixed costs 
in the industry relative to the demand situation; and as raising the price 
would further reduce the demand and further raise the per unit fixed 
cost, as was said above, even an effective monopoly would be unlikely to 
be able to find and set any full-cost price. It might however, be able to 
make the surplus of total revenue over total operating cost a maximum 
(the largest possible in the situation) and more or less nearly equal to 
total fixed cost, or equal to some more or less substantial part of that, 
instead of allowing this “surplus" to be dissipated by unrestrained com- 
petitive price cutting, or efforts by each firm to increase its share. But 
further, preserving adherence to the required agreements is apt to be 
very difficult in such a situation, because each single firm has a strong 
incentive to violate the agreements if it expects the others to adhere 
to them. 

Thus Marshall's final conclusion about this case was that the most 
likely outcome would lie in the range between the extremes of entirely 
unrestrained competition and a price barely equal to marginal and per 
unit variable cost, on the one hand, and a fully effective monopoly or 
formalized and fully observed agreement leading to the best possible 
combination of price and volume of business for the industry, on the 
other hand. Price cutting by each firm would be restrained somewhat by 
its fears of forcing the other firms to more than match its price cut each 
time, and in turn being forced to undercut them again, and so on. And 
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these deterrent fears would be the more effective in the absence of any 
formal and supposedly binding agreement, or impediment to prompt 
retaliations by all in response to every price cut. At the same time they 
would not entirely prevent all price cutting. It would still be true for 
each firm that every additional order it could get at any (reduced) price 
still above the additional cost of filling it would improve the firm^s posi- 
tion; and this would still * worF^ to some extent even if all the other 
firms 'matched^’ the price in question, i.e., made it the one prevailing 
market price. The deterrent force of the mutual fears among the com- 
petitors would only make their price competition moderate or cautious, 
and tend to check it at some point that would allow the market price to 
become uniform and stable at a level still somewhat above that of the 
firms^ per unit operating costs. The common ^^fear of spoiling the 
market,^' in Marshalks phrase, would make all firms cautious, and lead 
them to avoid a demoralizing 'price war ' that would get out of hand — 
and cause the customers to expect and wait for even lower prices. A tacit, 
not overt, agreement among the firms would in effect come into being 
to halt competitive price cutting at a level of the market price still leav- 
ing all at least a slight margin or excess of revenue over and above oper- 
ating costs. Marshall’s theory on this point — about this force and effect 
of ''fear of spoiling the market” — ^reveals the fact that he envisaged his 
"competitive” industries not as of the type we now would call furely 
competitive, but rather as characterized by what is now called "oligop- 
oly” (competition among rivals few and large enough to have significant 
amounts of power, individually, to affect the whole market and each 
others’ fortunes, and thus be impelled, by fears of each other’s powers, 
to compete or use their own powers only with restraint or caution). 
Though Marshall did not have these more modern concepts, of "pure 
competition” and "oligopoly,” his "realism” led him at this point, in 
effect, to recognize the prevalence of the realities or real conditions that 
we now designate by the latter word, and to analyze acutely this part 
of their consequences. 

I must now, however, conclude my account of this whole part of 
Marshall’s theory of adjustments, over different lengths of time, of sup- 
plies and prices to demand and cost conditions — his theory of the ad- 
justments "tending” to occur within his "intermediate short run” — and 
get on, very soon, to his theories of the "long-run,” full adjustments 
"tending” to work themselves out eventually in the different types of 
industries subject to constant or increasing or decreasing (full per unit) 
production costs for increasing outputs. But a little more must be said 
about the "intermediate short run,” before we leave it. As we have seen, 
over this interval too short for any change of an industry’s "capacity” 
and "fixed costs” but long enough for adjusting its current output, 
within the limit set by its capacity, to the current demand at a price re- 
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lated to the firm's variable and marginal costs — the latter '‘tend” to con- 
trol the price of the product; though if the demand and the adjusted 
output are so low that the marginal cost price would barely cover the 
per unit operating or variable cost, there is likely to be a slightly greater 
reduction of output, and maintenance of the price at a level a little 
above that of operating (and marginal) cost, caused by “fear of spoiling 
the market.” Wc have not yet considered the other possible demand 
conditions and supply-and-price adjustments over this “short run.” Sup- 
pose the demand to be so great (even at relatively high prices) that the 
industry's capacity is fully utilized, or even insufficient; what part of 
production cost then governs price, and to what extent and how does it 
do so? 

As I explained above, as the output of the industry and that of every 
firm in it approaches the full or utmost capacity output, the per unit 
variable or operating cost rises, and the marginal cost (extra cost of each 
new extra unit) rises more sharply and thus to levels increasingly above 
that per unit operating cost. And it is marginal cost which governs price; 
the firms will accept and try to fill additional orders if and only if the 
price, and thus the additional revenues they will get, will at least fully 
cover the additional costs they must incur. The minimal “supply price” 
of additional output is the marginal-cost price. And this, for the 
industry's full capacity output, is far above the per unit operating cost, 
and may well equal or exceed the per unit full cost, including all “over- 
head” or “fixed” costs. Of course, if the demand even at a very 
high price calls for a greater output than the industry can possibly pro- 
duce with its existing facilities, then the price will rise still higher, to 
the point of reducing the amount demanded to equality with that sup- 
plied, and this price may be any distance above, and is independent of, 
production cost in every sense. But for any output that is both within 
the industry's capacity, and equal to the amount demanded at the mar- 
ginal-cost price, the latter rules. 

There is one more topic still connected with Marshall's theory of these 
“short-run” adjustments which I must touch on; namely, his famous, 
original, and important theory of what he called “quasi-rent” — elements 
of incomes which, over “the short run,” are determined just as Ricardian 
land-rents are even in “the long run,” i.e., they are not elements of price- 
determining production costs, but variable, demand-and-price-deter- 
mined “surpluses” over the costs (for other factors of production) 
which do make up that other category. In Ricardo's theory of land-rent, 
as we know, the supply of land available for use in growing “corn” is 
permanently fixed, and every increase of demand for “corn” is met by 
using more labor and capital (seed, fertilizer, cultivating tools, etc.) on 
some or all of the available land. Only the wages which must be paid 
for this labor and the profits which must be earned on this capital — only 
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the costs of working the land — count in affecting the price of “com,” by 
so regulating the amount produced that it can all be sold at a price “cov- 
ering” them. As long as the demand is so small that only the best land 
is used and even it is not intensively used — the output can still be varied 
at a constant cost per unit — none of the land will yield any rent to its 
owners. But when demand becomes so great that “diminishing returns” 
come into play, in meeting it — ^marginal cost rises above average or per 
unit cost, and the price which must cover the former more than covers 
the latter — there emerge for landowners rent incomes equal to the 
“surpluses” of the values of the outputs from their lands over the costs 
(for labor and capital in tillage, sowing, cultivating, harvesting, etc.) 
of producing those outputs. And the amounts of these land-rents de- 
pend on or vary with the demand for and price of the product, and do 
not affect that price. 

Now in the same way, in Marshall’s theory of the possible fluctuations 
of the fortunes of any industry and its member firms within the (inter- 
mediate) “short run,” the income-yields, to the firms, of the factors of 
production (“plant” and equipment, managerial staffs, etc.) making up 
their temporarily fixed “capacities,” are the “quasi rents” earned by 
those factors, i.e., the variable “surpluses” of gross revenues over total 
operating or variable costs. The “fixed costs,” connected with these fac- 
tors existing in temporarily fixed supplies, do not as such affect the price 
at which the product will be sold. And the currently realized returns (if 
any) on the investments represented by those “fixed-cost” factors, de- 
pend on the current state of the demand for the product, and the lat- 
ter’s selling price as determined by the marginal cost of the output ad- 
justed (as well as possible) to that demand, and the excess (if any) of 
that price over the per unit variable or operating cost. Only over “the 
long run” do long-term capital investments, in the purchase or produc- 
tion of durable producers’ goods or factors of production, “tend” to yield 
returns or incomes (net over the costs of using them) equal on the av- 
erage to depreciation plus interest at the going rate on the original in- 
vestments. Over any “short run” these returns or incomes may be of 
any magnitude from zero to sums far greater than mere normal interest, 
etc. — depending on the demand for the product and its selling price, 
which they do not influence. More will be said below about Marshall’s 
theories of land-rent, capital’s quasi rents, and interest, as parts of his 
theory of the distribution of income in the economy. Here we have 
seen only that his important theory of quasi rents grew out of his 
theory qf the “short-run” effects of demand changes, and the supply and 
cost and price adjustments possible within the “short runs” in ques- 
tion. And now I move on to his theory of the “long-run normal” prices 
of all products, i.e., the prices that would go with complete adjustments 
of the industries concerned — adjustments not only of their current out- 
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puts, but of all elements of their “capacities” — to the states of their mar- 
kets, or the demands for their products. 

Let us briefly consider first in this connection, as the simplest case, 
that of an industry which can, in the long run, produce its product in 
whatever quantity the market calls for, at a constant or unchanged, full 
per unit cost of production; expansion or contraction of the industry 
does not, in the long run, either raise or lower this full per unit produc- 
tion cost. In this case, the fully adjusted, normal, or long-run equilibrium 
price of the product is determined by and equals this production-cost 
figure (including in this “cost” the “normal profit” required to reward 
the capital and enterprise of the firms in the industry as well as they 
could be rewarded in alternative employments, and to induce continu- 
ing production of this product in the amounts demanded). If the in- 
dustry has once become fully adjusted to its market, and has been selling 
its product at the “normal” or “cost” price, but then the demand (at 
that price) increases — the immediate temporary effect of the latter 
event, of course, will be to raise the price above the normal or cost level. 
But in time this extra profitability of the industry will draw new firms 
and factors of production of all kinds into it, and increase its total ca- 
pacity and output, or the supply of this product on the market, to the 
point of again lowering the market price to the (unchanged) normal or 
cost figure. 

This simple case reveals in the clearest light the independent role of 
the (physical) efficiency and cost of production, as distinguished from 
that of the utility of and demand for the product, in the process of deter- 
mining its price or value. It also reveals why Marshall — ^like Adam 
Smith, Ricardo, Mill, and all the early classical economists — regarded 
utility and demand and their changes as importantly affecting price or 
value, only or mainly temporarily or in the short run, and treated effi- 
ciency or cost as the more important determinant of value in the long 
run. But even in the more complex and important cases, as we shall now 
see, of production at increasing, or decreasing cost (per unit for in- 
creasing outputs), the same principle applies in the sense that, while 
in these cases the changes of demand change the relevant efficiencies 
and costs themselves and thus change the long-run equilibrium prices 
of the products; still it is the effects of the eventual supply adjustments 
on efficiencies and costs, and not the direct effects of demand changes 
per se on market prices, which determine those long-run equilibrium 
prices. 

Let us consider next the case of the (any) increasing-cost industry 
or product; a good example might be coal mining. Here the industry is 
likely to consist of diverse producers with various efficiencies and per 
unit over-all production costs. The few fortunate companies, owning 
the few best mines, with ample amounts of excellent and easily 
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or cheaply extractable coal, can produce up to certain amounts at low 
production costs per ton; and if the total demand is no more than they 
alone can easily produce, they alone will operate, and the price will de- 
pend on and equal their low costs. But if demand increases far beyond 
this, (O these lowest-cost mines will increase their outputs to the point 
of raising their per unit and, still more, their marginal costs — the latter 
up to the level of the price obtainable, i.e., well above the former; and 
(2) additional, inferior or higher-cost mines will also operate and con- 
tribute to the total supply on the market. The long-run ‘'tendency'' 
then will be to make the supply such, relative to the demand, as to make 
the price equal to the marginal cost of this equilibrium output, i.e., 
both the initial, per unit, production cost for the marginal mine or pro- 
ducer — the least efficient, highest-cost one from which a contribution 
to the total supply is required, if the demand is to be met — and the mar- 
ginal costs of the more efficient mines or producers, which for them are 
in this case greater, by various amounts, than their average or per unit 
costs. And so incidentally, in this long-run equilibrium situation for 
any industry with these characteristics or this kind of supply-cost func- 
tion, the industry's intramarginal producers — all those more efficient 
than the marginal producer — realize “producers' surpluses" (essentially 
or mainly Ricardian “rents") from their superior natural-resource fac- 
tors, equal to the excess of the marginal cost and selling price of the 
product over their average or per unit production costs, times their 
volumes of output. 

Quite different, however, is the Marshallian theory of the decreas- 
ing-cost industry, where growth — of the demand or market for the prod- 
uct, and so of the industry, and (up to some point, i.e., its optimal size) 
each individual firm — in the long run lowers the cost of production per 
unit of output, for every firm, and the price at which the enlarged de- 
mand can be profitably satisfied. A large number and variety of “ex- 
ternal" and “internal" economies of greater volume production are 
brought into effect which, combined, more than offset the effect of any 
increase of “pressure" upon any permanently “scare" factor or factors 
of production required in the industry. Here not marginal but average or 
per unit production costs count in affecting the selling price, since where 
average cost is falling, marginal cost is lower and falling faster, and pro- 
duction at a price covering only marginal cost would be unprofitable and 
would not continue. And in this case the differences in the efficiences 
and per unit costs of the various firms in the industry have not the same 
significance as in the increasing-cost industry. Where the more efficient 
can expand only at rising cost, a great increase of demand must be met 
with the aid of less efficient producers also, with the result that the sell- 
ing price must rise and remain high enough to cover their costs and keep 
them in business. Where the final effect of growth is not to raise but to 

364 



lower costs generally, the firms that fail to lower and keep down their 
costs sufficiently are eliminated in the long run by the competition of 
the others which succeed in doing so. 

Thus, while at any time the different firms that are currently in being 
and in operation in a decreasing-cost industry are likely to differ among 
themselves in efficiency and per unit production cost, the firms which 
have not yet expanded, fully, to their own optimal sizes, and are able to 
survive and grow and realize new “internal economies” and reduce their 
costs, will be tending to expand at the expense of, and cause an offset- 
ting contraction and decline of, the firms that have excessive costs and 
fail to reduce them, for whatever reasons. At the same time, on 
Marshall’s assumptions, the few both rather large and very efficient 
firms cannot expand so far as to alone meet or satisfy the entire demand 
for the product, without in the process becoming overlarge and less effi- 
cient. In fact the group of the too inefficient, too high-cost, declining 
firms may include one or more that already are too large and therefore 
inefficient — and the group of the highly efficient and/or still growing 
and increasingly efficient firms may include some small “newcomers” 
in the industry, which manage to be efficient in spite of their smallness, 
or to “hang on” until growth makes them efficient. And costs are being 
reduced quite generally, although not universally throughout the in- 
dustry, by realizations of “external economies” by all or most firms con- 
sequent upon growth of the industry as a whole, largely through entries 
of new firms into it. The decisive cost figure, then, which the product’s 
selling price must cover to maintain an industry output equal to the 
amount demanded at this same price, is per unit production cost not 
for either the most or the least efficient member firm currently in the 
industry, but for a “representative” or typical, average, or modal firm. 
More precisely, the long-run equilibrium price in this case is a price that 
results in equal or offsetting amounts of growth of some of the firms and 
their parts or part of the industry’s output, and contraction (toward 
extinction) of some other firms and their combined share of the in- 
dustry’s output, while just enabling the “middle,” typical firms to con- 
tinue as they are — and so keeps the industry’s output as a whole in 
balance with the demand at this price. It is a peculiar, complex, dynamic, 
statistical “equilibrium,” of opposite and offsetting disequilibria in differ- 
ent parts of the whole. 

Many, indeed, most, more modem economic theorists have been 
strongly dissatisfied with or critical of and inclined to reject this Mar- 
shallian theory of competitive long-run equilibrium prices of the prod- 
ucts of decreasing-cost industries, because it lacks the kind of logical 
simplicity, clarity, and indubitable rigor which they demand in all eco- 
nomic theory. But I think that Marshall’s entire discussion of this most 
important class of modern industries, and the “long-run tendencies” 
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to be expected in their growths, was a very valuable, broadly and deeply 
and richly informed, perceptive, and illuminating discussion, even 
though it fell short of solving, satisfactorily in a logical sense, all the 
problems that it raised. But now I must conclude this overlong chapter, 
quickly, with a necessarily very inadequate account or sketch of some of 
MarshalFs ideas in the remaining field of theory of the distribution of 
income in the economy, or the processes of determination, by demand- 
and"Supply conditions for the productive services of the different 
factors of production, of the shares of the value of output going respec- 
tively into the wages of labor, land-rents and the quasi rents of factors 
the supplies of which are ''fixed'' over considerable intervals of time, in- 
terest on capital funds, and business profits. 

THE DISTRIBUTION OF INCOME 

Here again, in the field of distribution of income, Marshall's general 
position differed in a measure from that of most of his contemporaries, 
i.e., his views agreed in a measure with the older Ricardian-classical posi- 
tion or point of view, in the same way as in the field of theory of value, 
or the processes of determination of the (relative) prices of the different 
products produced in the economy. We have seen that, in the latter field, 
whereas the other leaders in the new forward movement of economic 
theory in Marshall's time tried to make the new analysis of utility and 
the demands for products the entire basis of an entirely new theory of 
value, Marshall insisted on retaining, and combining with that new 
analysis, much of the Ricardian-classical stress upon production cost 
(efficiency) and supply conditions. In the same way, in theory of in- 
come-distribution or the pricing of productive services and determina- 
tion of the income shares, the prevailing "new" tendency was to base 
this entirely upon analysis of the "marginal productivities" of the exist- 
ing supplies of the productive factors, and the consequent demands for 
and "demand prices" of their services; but Marshall insisted, here again, 
that fully as much attention should be paid, in something like the Ri- 
cardian-classical way, to long-run adjustments of the aggregate supplies 
of productive factors (apart from "land") and the "costs" requiring to 
be counterbalanced by the "supply prices" of their services. But all this 
needs a somewhat fuller explanation, for the benefit of readers not fa- 
miliar with the "marginal-productivity" theory of the income shares. 
Let me first briefly outline the essence of the latter, and its relations 
to the Ricardian theories of land-rent, wages, and "profit" (interest) or 
the income-yield of capital, and then return to Marshall and his "syn- 
thesis." 

There were two fundamental achievements of the general advance 
of economic theory in this period: the first was the "marginal-utility" 
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analysis and resulting theory of the pricing of products, and the other, 
second, new achievement was the * marginal-productivity^’ analysis and 
the theory of income-distribution based upon it. But unlike the 'mar- 
ginal-utility” analysis, which was wholly new as compared with 
Ricardian-classical theory, i.e., it had not been at all anticipated — even 
partially, in any measure — within the latter, the "marginal-pro- 
ductivity' analysis involved a wider generalization of, from, or beyond 
the Ricardian-classical "law of diminishing returns.” It led to a theory 
of income-distribution related in one way to Ricardo’s theories in that 
field, and especially, most nearly and fully related to his theory of 
land-rents, but generalizing the latter in a way that deprived it of its 
special significance, and discarding elements of Ricardo’s theories of 
the other income shares (especially, wages), which Marshall was um 
willing to discard so completely. As we know, Ricardo envisaged only 
one application of his "law of diminishing returns” — in the one con- 
text, of use of increasing amounts of labor and capital on the economy’s 
fixed supply of "land,” in the effort to increase the outputs of products, 
and with the result of increasing them only in decreasing ratios to the 
required additional inputs of labor and capital. In the later terminology, 
this amounted to a "law” asserting that, as more and more labor-and- 
capital came to be employed in productive operations on the fixed 
available amount of land, the joint "marginal productivity” of the labor- 
and-capital would fall to lower and lower levels; that is, the higher the 
ratio of the number of workers, and that of the amount of capital in- 
vested in pitying their wages and equipping them with tools or 
machines, etc., to the amount of land, the smaller would be the differen- 
tial contribution (difference made) to the output by employing, as 
against not employing, any one worker and the increment of capital 
investment associated with his employment. Now the later, fully de- 
veloped, "marginal-productivity” analysis simply generalized that special 
"law” into one that (i) assumed continuous variability of the propor- 
tions or relative amounts in which all the different factors of production 
could be combined in any productive enterprise or operation; and (2) 
assumed the potential existence, in every enterprise or operation at any 
given time, with its given technology, etc., of some one optimal com- 
bination or proportion of all the factors, from all standpoints, i.e., one 
that would maximize the ratio of the amount of output to that of each 
and every factor employed; and (3) concluded that every departure from 
that optimum, through use of more (beyond that point) of any one fac- 
tor along with fixed amounts of the other factors, would always entail a 
declining marginal productivity of the "increasing” factor. 

The Ricardian "case” of adding new increments of labor and of capi- 
tal on the same land and getting diminishing additions to output came 
to be viewed as only one special case of or exemplifying a far more gen- 
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eral principle. A factory could, within limits, vary the number of work- 
ers employed, with the same plant and equipment — and beyond some 
point, successive further additions to the labor force, if nothing else was 
changed, would result in declining additions to output, i.e., a declin- 
ing marginal productivity of labor. Or a constant labor force could be 
equipped with more and better machinery, through investment of more 
capital — and beyond some point this would bring into view a declining 
marginal productivity of capital. Or with labor force and produced 
means of production constant, a farm or other enterprise could use more 
land, and the marginal productivity of land would emerge and obey 
the same 'law/' Finally, this all-around generalization of the old 
"diminishing-retums" principle was made the basis of a new theory of 
income-distribution, or the market values of the productive services of 
all the different factors of production, in the following way. 

The difference that would be made to the output, sales, and gross 
receipts of any enterprise, by its employment at any time of one more 
unit of any single factor of production, with the amounts of all other 
factors in use held constant, would determine or be the value or benefit 
to that enterprise, at that time, of employing that or any equivalent 
unit of that factor. In a competitive economy, all enterprises would be 
competing not only to sell their products in the product markets, but 
also td hire all the factors of production in the factor markets; and en- 
deavoring to combine all their factors in the most advantageous or profit- 
able proportions, in view of (i) their potential productive contribu- 
tions and (2) their currently prevailing, market, hire-prices. At the 
same time, in every factor market, all units of the existing supply of 
that factor would be competing for employment. So long as any enter- 
prises could employ more units of any factor, profitably, at its current 
hire-price — i.e,, by doing this add more to output and value of output 
or receipts than to outlays — ^they would do so; and by so doing, they 
would add to the demand for this factor, or tend to "bid up" its hire- 
price. But if, when all enterprises were using the largest amounts of 
any factor which they could with any advantage use at its current hire- 
price, i.e., using enough of it to make the value of its marginal product 
(the differential contribution to output of one unit of the factor) barely 
equal to that hire-price; if at this point a part of the existing supply of 
the factor was still unemployed, the competition of this part for em- 
ployment would lower the market hire-price, and then some enterprises 
would hire more of the factor. Thus the competitive-equilibrium hire- 
price, or rate of payment for the productive service, of each factor of 
production, would equal or measure and be determined by the marginal 
productivity of that factor, in the equilibrium situation of full employ- 
ment, together, of the entire existing or available supplies of all the fac- 
tors. 
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There is no reason to question the validity, as far as it goes, of this 
general theory, as an account of the ^'tendencies^^ of competition in 
the factor markets, or the * natural, competitive^^ rates of payment for 
all productive services — in an economy with static, ^^given ’ supplies of 
all factors of production. But it deals only with ^^the demand side^^ of 
the general problem, and does not answer or even raise or consider 
any questions about long-run effects of high or low rates of payment 
for productive factors on their aggregate supplies, and return effects 
of the possible responses or adjustments of supplies Cof course via re- 
sulting changes of marginal productivities) on the rates of payment. 

Now in Ricardian-classical theory, as we know, only one of the fac- 
tors of production — ^ land’^ — ^was thought of as ^Txed’^ in aggregate 
supply, so that only changes of the volume and intensity of demand for 
its use could alter its income-yields to its owners. Thus Ricardo^s theory 
of land-rent was the only part of his theory of income-distribution which 
fully resembled, in a way, the later ^marginal-productivity'' theory of 
all income shares. But this resemblance can be seen clearly only if we 
now bring into view another aspect of the latter theory. Supposing the 
amount-in-use of any factor to be varied, with the amounts-in-use of the 
others held constant, would lead to 'explaining" the share of income 
(of the value of all output) received or paid for the use of this factor, 
as the value of the increment of output dependent on employment of 
the last-added unit of this factor, times the number of units employed 
up to that point. Or the same results could be reached in another way, 
by supposing use of a fixed amount of this same (any) factor and 
varying amounts of the others, and regarding the income-yield of the 
"fixed" factor as the "surplus" of the total value of total output over the 
sum of the shares paid for the others in accordance with their "marginal 
productivities." It was in this latter way, as we know, that Ricardo ar- 
rived at his theory of land-rent — as the "surplus" of the value of the 
output on or from each given piece or area of land, over "the cost of pro- 
duction" of that output, i.e., the sum of the necessary payments for the 
labor and the capital employed; and the rates of the latter payments 
would decline, and the rent surplus would increase, as more labor and 
capital came to be employed on each piece of land. According to the 
later theorists, Ricardo's view of the situation was too limited; his land- 
rent surpluses were that in one (his) view, but they also were at the 
same time the values of the marginal products or productive contribu- 
tions of the pieces of land as such; and the wages of the farm workers 
and the profits of the tenant farmers, while corresponding to the pro- 
ductivities of the labor services and the capital investments, could also 
be viewed as rentlike surpluses, over the productivity payments for the 
land services. 

Now of course Ricardo's special theory of land-rent did not involve 
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or imply any denial of— but was entirely consistent with — recognition 
of the productivity of the land. His theory treated ^land^^ and its ' rent’^ 
as ^peculiar * among the factors of production and income shares, only 
in respects beyond the purview of the 'marginal-productivity’^ theory of 
them all. That is, he held that of bare land as such — the pure "gifts of 
nature” in or associated with it, as distinguished from all man-made 
"improvements” — there is in the world or on the earth, substantially, a 
fixed supply; although of course technological and economic change 
can alter the amount of it that mankind is able to use. Above all, the 
essential point in the logic of the Ricardian view about this is that the 
supply of "land” in the sense indicated — ^bare land, free gifts of nature, 
apart from improvements — does not respond and adjust to the growth 
of demand and rise of rent-yields; the rise of the latter does not cause 
production of more land and a consequent fall of the rent-yields back 
to levels only compensating the producers of new land, or returning to 
them its production cost, with interest. Ricardo thought "land” in his 
sense a "peculiar” factor of production, not humanly producible, hav- 
ing no cost of production, but existing in a fixed supply, and 
hence yielding to its owners incomes that, with economic growth, could 
rise indefinitely and permanently, or would have no "natural” or "nor- 
mal” levels, determined, through supply adjustments, by production 
costs. And he further implied, I think, that those incomes (rents), 
while paid for the productive services of land as such, were not paid for 
any 'personal productive services rendered by the landowners — full com- 
pensation to them for all their costs for improvements, etc., were first 
deducted from the gross business rentals, in computing their pure or net 
economic "rents,” received by them simply as legal owners of "free gifts 
of nature,” in positions to charge for rights to use them. Still, whether 
all this really makes "land” and "rent” peculiar at all depends on 
whether any contrasting things are true about the other factors and in- 
come shares. 

In Ricardian theory the clearest contrast appeared to be there in the 
case of the labor supply and the "natural” long-run adjustments of 
that and so of the level of (real) wages. The Malthus-Ricardo theory of 
this matter, as we know, held that temporary, high, real wages would 
always spur population growth and cause the labor supply to increase 
to the point of again lowering real wages to a "subsistence” level. This 
theory of wages, let us notice, was entirely consistent with the 
later "marginal productivity” theory, but added to that its thesis that 
the supply adjustments would over the long run tend to make and keep 
the marginal-productivity wage itself equal to that just covering the 
cost of support and reproduction of the needed, or equilibrium, labor 
supply. There was, however, the loophole of recognition of the pos- 
sibility that a sufficient "temporary” rise of real wages, sufficiently pro- 
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longed, might so raise the prevailing subjective standard of living of the 
working population as to lower its birth rate or make ^^the preventive 
check'' more strongly active, and thus limit the increase of the labor 
supply and set the long-run equilibrium wage rate at a new, higher 
level. The unexpectedly full realization of this possibility in the modern 
Western world has made the old Malthus-Ricardo theory no longer very 
relevant or significant in this area. Some validity must perhaps be 
granted to the view of some of the later neo-classical theorists — the 
Austrians especially made this point — that as population growth and 
the long-run determination of the aggregate labor supply in that sense 
is really not controlled by economic variables alone, but is a broader, 
sociological, not a purely economic problem, the marginal-productivity 
theory of wages represents about all that economic theory can do with 
this topic (wages). But I shall touch, below, on Marshall's views on 
these matters — efforts to analyze cost and supply, as well as productivity 
and demand, variables affecting wage rates and the earnings of labor 
of different sorts. 

As to capital and interest, Ricardian theory unfortunately left the 
basic questions in this special field for the most part unanswered and 
even unrecognized. One can say I think that Ricardo's capitalists, 
or saver-investors, were clearly, unlike his landlords, paid not for rights 
of use of ''free gifts of nature" legally owned by them, but for the per- 
sonal, productive service of saving-and-investing and thereby increas- 
ing the economy's supply of capital and producing power; in this sense 
they ^^earned" their 'profits," as the landlords did not ''earn" their 
"rents." Bur Ricardo, alas, did not spell this out or make it explicit; and 
further, by treating real capital or capital goods, e.g., machines, as only 
"embodied labor," he even appeared to deny the existence of this separ- 
ate factor of production, distinct from labor and from land, i.e., the serv- 
ice of productive saving-and-investing; and thus he opened a door to the 
false doctrines of Marx. Nor did Ricardo clearly suggest that the capi- 
talists needed to be paid interest to induce them to do enough saving- 
and-investing — that this service of theirs to production involved any 
"cost" or "sacrifice" on their parts which required to be compensated, or 
which would so limit the supply of the service as to ensure this compen- 
sation. He expected that with economic growth, the growth of the capi- 
tal supply, in the fixed land-area, and "diminishing returns" (declining 
marginal productivity of capital, in the later terminology) would lower 
the rate of "profit" or interest, perhaps eventually to zero. At what 
point this decline would check the growth of the capital supply and all 
economic growth or bring about the "stationary state," he did not clearly 
say; but he seems to have thought of "profit" or the net incomes of the 
capitalists mainly as the source of new savings, and not also as a 
needed incentive or "supply price" for them. 
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It is in a way unfortunate, I think, that most of the subsequent de- 
velopments, after Ricardo^s time, of capital-and-interest theory failed to 
stress the productivity of the service of saving-and-investing; and ex- 
clusively stressed either or both the productivity of capital in the sense 
of capital goods, e.g., machines — ^letting this appear to involve nothing 
different from the productivity of land — or/and various theories of the 
psychic or subjective ^'cost'' or ^'sacrifice'^ involved in saving (and 
investing), and the necessity of a ‘^normah^ or minimal ‘return’' or rate 
of interest or net income, to ‘reward” or compensate and induce it. 
The idea of the latter kind that eventually became most prevalent — 
being most elaborately developed by the Austrian theorist, Bohm- 
Bawerk — ^was that decisions to save and invest parts of incomes instead 
of spending them entirely on current consumption, involve “ex- 
changes” of “present goods” for “future goods,” and have to be com- 
pensated or induced or paid for because it is human nature to “under- 
value” future as compared with present wants and goods. The saver- 
investor gives up command over present or current satisfactions for fu- 
ture repayment and power to command satisfactions only at the later 
time. He is willing to do this only if, not merely repaid, but also paid a 
“premium” (interest), because he appreciates future wealth less highly 
than the present wealth (consuming power) he is giving up, and must 
get more of the former to make it equal, in his present estimation, to the 
latter. Any fuller account here of Bohm-Bawerk’s whole, much more 
complex, theory, is impossible and unnecessary. Marshall, as we shall 
see in a moment, had a similar, independent theory, and called the sub- 
jective “cost” of the service of saving-and-investing, “waiting” — the 
saver-investor “waits” to be repaid and compensated, and the compensa- 
tion (interest) is the reward or incentive for his “waiting.” But now let 
us turn back to Marshall’s theory of all income-distribution. 

With regard to “land” and rent,” Marshall largely adhered to the 
Ricardian special theory on this topic. He endeavored to clear away 
misunderstandings of and misplaced objections to that special theory, 
and also to revise or improve it, and as modified, to defend it. He im- 
proved especially on Ricardo’s statement of the distinction between 
“bare land” or the “free gifts of nature” connected with land, and all 
man-made or at-costs-produced-or-maintained additions to or features of 
good-land-in-use. Thus, for example, soil fertility, as Ricardo did not 
explicitly recognize, can be increased and/or can become depleted if not 
maintained by proper farming practices. But as Marshall insisted, there 
are purely “natural” endowments of land — as portions of space or room 
on the earth, in more or less advantageous locations, and with their 
“annuities of sunshine and rainfall” in Marshall’s phrase — which do 
make up a “factor” of production that is not produced in a variable out- 
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put by human industry but is supplied in an ultimately fixed amount by 
“nature,” so that parts of this supply yield incomes to their owners which 
depend on or vary with demand conditions, only, with no long-run 
supply adjustments operating to return them to cost-determined, “nor- 
mal” levels. But Marshall went on to add that “land” in this sense or 
aspect is only the extreme or limiting case of a much larger class of pro- 
ductive agents, all existing at each point of time and through at least 
considerable intervals of time in supplies so “fixed” as to make their pro- 
duction costs, if any, irrelevant to their current income-yields; and 
thus we come back to his concept of “quasi rents.” “Land” in the 
Ricardian sense is permanently “fixed” in supply, and has no produc- 
tion costs that even in the longest run affect the rent-yields, through 
supply adjustments. But all produced aids to further production which 
are durable and of which the supplies respond and adjust to the demands 
for them only with marked delays or over quite long runs, yield in- 
comes which within shorter intervals of time “behave” or vary like 
Ricardian land-rents, or as pure results of current and changing demand 
conditions — the variable “surpluses” of the values of outputs over the 
costs of using or operating them, or the other, more quickly variable costs 
connected with production of those outputs. “Returns” from long- 
term investments in production of buildings, machines, and the like — 
also from investments in acquiring, through education or training or 
experience, business or professional or technical and industrial skills — 
are not continually held at levels representing return, with interest, of 
the original investments. They only “tend” toward such levels, on the 
average over quite long runs; and over shorter runs they may currendy 
be anything from zero (no return even of the original investments, to 
say nothing of any interest on those) to indefinitely great amounts far 
in excess of mere recoupment plus “normal” interest. Marshallian 
“quasi rents,” then, are all such elements of incomes, of whatever kinds, 
which because of delays of adjustments of supplies to changed demands, 
and so of the payments-for-use to cost-determined “normal” levels, are in 
the meantime determined in the same way in which Ricardian land- 
rents are determined even in the long run. 

At the other end of his spectrum or continuum from “land,” with all 
quasi-rent-yielding factors ranged between these two extremes, 
Marshall placed “free or floating capital,” i.e., new savings and all capi- 
tal funds not yet committed to any specific long-term investments; and 
he connected “interest,” as distinguished from “rent” and from “quasi 
rent,” especially with this “free or floating capital.” The latter, that is to 
say, is what always commands simply interest at the going rate — no 
more and no less. For on the capital-funds market there is always, from 
business firms, a demand for more new capital — and for a greater 
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amount, the lower the interest rate — as long as the expected benefits 
(from borrowing and investing more) to their outputs and earnings 
exceed the interest they must pay. And there is always a supply coming 
onto this market, from lenders and investors — a greater supply, the 
higher the interest rate — as long as the promised returns (of interest) 
appear to the suppliers to be sufficient compensation for the ^Vaiting” 
they undergo. Hence the opposite variations of the demand and the 
supply with the interest rate keep the latter at its equilibrium level, and 
equalize the demand and the supply. Unlike the supplies of particular 
capital goods, which get adjusted only more or less slowly to demand 
changes, to the point of returning their income-yields to ^^normak^ (de- 
preciation plus interest) levels, the supply of 'Tree or floating capital'^ 
adjusts very quickly to the demand at the equilibrium interest rate, and 
hence always commands just that rate of return. Though it would be 
desirable to say more about these theories of different types of property 
income, I must now turn to the subject of wages for labor, and briefly 
notice a few of Marshall's ideas in this field. 

That in competitive labor markets, at given times or with given avail- 
able supplies of labor of different kinds, the market rates of wages for 
them, set by demand conditions, would be determined in accordance 
with the "marginal-productivity" principle — this proposition, advanced 
by other leading theorists of his time as the complete, true theory of 
wages, seemed to Marshall valid enough as far as it went, but only one 
part of an adequate theory. Even in its own field he insisted on a minor 
"qualification" in the interest of "realism": employers generally could 
not, in practice, hire additional workers without also in some degrees 
increasing some of their other investments; hence the added workers 
would earn only their marginal net additions to the employers' revenues. 
So long as more labor of any kind was available, and any firms could, by 
hiring more of it at the current wage rate, increase their outputs, sales, 
and revenues by more than the entailed increases of their costs or out- 
lays, they would do this; and the demand would thus equal the avail- 
able supply at a wage rate equal to the marginal net value-product of 
each worker of this kind, when all of them were employed; and the com- 
petition of firms for workers and of workers for jobs would move the 
wage rate to this level. But all this was true on the assumption of "fixed" 
or "given" available labor supplies of all kinds; and Marshall held that, 
in this field as in others, a complete theory must include a further, sepa- 
rate analysis of the likely long-run supply adjustments, responsive to 
and reacting upon the prices — in this case wage rates — in question. 

He did not, of course, endeavor to revive, for the aggregate supply 
of all labor and general level of all wages, exactly the Malthus-Ricardo 
theory of increase of the former through population growth, and reduc- 
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tion of the latter to 'subsistence nor did he maintain that this theory 
in this simple form, without extensive revisions, could claim continuing 
validity in the Western world of his own time. But he did include as one 
of the many parts of his broad discussion of diverse influences affecting 
wages a critical review of, and effort to revise, this old theory. He noted 
that it had been substantially valid in its time, and was still valid in 
many parts of the world; and he endeavored to revise it suitably for ap- 
plication in the more modern Western world, or reanalyze the 
changed and changing situation in the latter, with regard to the rates 
and the interactions of population growth and economic progress, and 
reciprocally interconnected improvements of the (marginal) productivi- 
ties, real earnings, and living standards and ambitions to maintain and 
improve the latter, of the mass of working people. Of perhaps even 
greater interest, however, are his discussions not of that problem, but of 
other problems relating to responses and adjustments of supplies, and 
supply prices, of labor of different kinds — how prospective earnings, 
and costs of entry and training, etc., and other considerations affect 
young workers' choices of their occupations and the relative numbers 
going into different ones; what influences affect the choices and mobility 
of workers generally among jobs and parts of the economy; and how 
"supplies of labor," not only in the sense or aspect of numbers of workers 
available, but also in that of their degrees of eagerness to work and the 
quantities and efficiencies of work offered by them, may respond to 
improvements of their wage rates and other incentives. Under that last 
heading, for example, Marshall noted the fact that while in "backward" 
(we now say "andcrdcvclopcd") countries, where working people gen- 
erally are accustomed to low fixed standards of living and are not ambi- 
tious to improve them, the response of work offered to a rise of wage 
rate may be negativej i.e., people will work only enough and long 
enough each day to earn their accustomed daily income and then "quit," 
or they will work fewer hours, the higher the hourly pay. In the ad- 
vanced and progressive countries, on the contrary, where the people are 
ambitious, the response generally is positive, i.e., they will do more and 
better work, the better they are paid. 

As to choices and movements of workers among jobs, Marshall 
stressed the point that relative financial rewards alone are not always 
decisive. Workers tend to balance or "weigh up" all the attractions and 
disattractions, to them, of the different available jobs — the earnings 
prospects and the working and living conditions, congeniality or the 
reverse of the environments and associates, foremen, and fellow workers, 
neighborhoods to live in, schools for their children, etc. — and choose 
the jobs which they feel offer on the whole the greatest "net advan- 
tages," all things considered. In other words, the levels of the wage rates 
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that any particular employer or firm, as compared with others, may find 
it necessary to offer to attract adequate numbers of workers of different 
kinds may be affected — raised or lowered — somewhat, by all sorts of 
features of or incident to working for that firm, besides its wage rates. 
This of course is obvious, but easily overlooked by economic theorists; 
MarshalFs stress on and detailed discussion of it was typical of his 
constant efforts to make all his theories as realistic as possible, and sug- 
gestive of all problems in need of further empirical as well as theoretical 
study. He had still much more to say about labor and wages which 
cannot be considered here. I must now turn, finally, to his unique treat- 
ment of the abstract factor of production, “organization"’ (as dis- 
tinguished from all the particular factors, land, labor, capital, etc., com- 
bined and organized into business enterprises) — and the activities of 
businessmen as such in creating and developing effective organizations 
— and their rewards for or earnings from or through those activities, 
i.e., “profits” as returns distinct from and additional to ordinary interest 
on their equity capital, and wages for their routine work as managers 
of or within already established organizations. 

The treatment of this topic within Marshall's Princifles is somewhat 
especially diffused, vague, and difficult, and the little I can say about it 
here must be very inadequate. He conceived as a very important aspect 
of human-social life, and within that, of all economic life, the “organiz- 
ing,” and the resulting “organizations” — in the broadest sense — of the 
“undertakings” of all kinds that arise, develop, and function in societies, 
and of the interrelated activities and the resources of the groups of 
people who jointly carry them on or come to have various roles in or 
relations to them. Within his very broad and diversified vision of all the 
organizing and organizations occurring in societies (not “economies” 
alone but “societies” in all their aspects), the included vision of all (pri- 
marily) economic “organizing” and “organizations” and the latter’s in- 
ternal structures and external relations and performances or function- 
ings had its place as only one part of the still more vast and varied whole. 
To a large extent, he thought of the origins and growths and function- 
ings of “organizations” to produce or do things needed or wanted within 
societies as “natural” developments, responsive to existing or potential 
or anticipated demands, and the discoverable or sensed conditions of 
meeting, satisfying, or serving those demands as efficiently and profit- 
ably as possible. But the chief “organizers” of all economic resources 
and activities, in the economic world and system which Marshall’s 
economics was about, were the active businessmen; and the “organiz- 
ing” done or carried out, by them, with their “business ability in com- 
mand of capital,” figured in his thought as their distinctive role or 
function in the economic system, and the source of their special rewards 
or incomes, business profits. 
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CONCLUDING COMMENTS 

It is hard, at the end of this survey of some of the contents of Mar- 
shall’s Princifles, to pull what has been said into focus, and conclude 
with any worthwhile assessment of the work as a whole. The student 
who wants real understanding and appreciation of Marshallian eco- 
nomics must of course read and study the Principles for himself, and 
not rely on what I have said about it. My attempt to survey, in the latter 
part of this chapter, some of the material in Marshall’s sixth book, on 
the distribution of income or the value of output among the contribu- 
tors of different productive services or factors, has been perhaps the 
most inadequate and unsatisfactory of all parts of this chapter. Mar- 
shall’s own treatment of this part of the whole subject matter of his 
theoretical system is in some ways the least well organized part of 
the latter and the most diflBcult to summarize, and my summaries here 
are much too brief and randomly selective to be of much value. But I 
felt unable or unwilling to omit this part of the whole work entirely 
from consideration here, because this subject — theory of income-dis- 
tribution in this sense — was a major preoccupation of the leading econ- 
omists of Marshall’s time, and was important to him; and his contribu- 
tions in this field were important. Although in more recent and now 
current times, this traditional part of economic theory has been falling 
into relative neglect, I think it continues to deserve and need more atten- 
tion than is now generally given to it, and the study of Marshall’s work 
in this field is still worthwhile. But the more important, main core of 
Marshall’s Principles lies in — together with its third and fourth books, 
leading up to this — its vital fifth book, on the processes of adjustment 
of the supplies and prices of the different products produced in the 
economy to the demands for them and the costs of producing, as eflfi- 
ciently as possible, the supplies adjusted to those demands — the proc- 
esses of adjustment of this kind which “tend” to be accomplished, in 
stages, over short and long runs of time, in a fluid, free, com- 
petitive economy. The partial account of this which I have given here 
is also very inadequate; but a few final comments on it may be offered 
in conclusion. 

As we have seen, in Marshallian theory of the pricing of products 
etc., the focus is upon whole “industries,” each made up of many in 
dependent firms all contributing to the aggregate supply of one kind of 
product; and the demand, cost, and supply conditions for the product 
as that of the entire “industry” — ^with but little attention to the 
special situations and behaviors of individual firms. In the more modern 
development of this branch of economic theory, since Marshall’s time, 
there has been a marked change in this respect. The newer theory of 
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'monopolistic competition,” thought of now as the generally prevail- 
ing, real form of business competition, stresses the degrees of market 
power of individual firms and their freedoms to choose, within limits, 
their own price and output policies; and thus shifts the main focus of 
attention away from whole "industries” to individual firms. The con- 
cept of "industries” is seen to be vague, arbitrary, and full of difficulties, 
and tends to be abandoned. Now this on the whole is undoubtedly an 
advance of price or value theory and leads to, in some ways, a 
more realistic, detailed, and accurate type of analysis. But I think the 
older, Marshallian, broader and more unified though rougher, theoreti- 
cal "picture” of main general "tendencies” in the economy as a whole 
and its major parts still has a value of its own. It is true, on the other 
hand, that Marshall's theory of these matters, with its way of focusing 
on one "industry” and product at a time, lacked the logical completeness 
and neatness of the Walrasian "general-equilibrium” theory, which kept 
the whole economy in view throughout, stressed the interdependence 
of all prices and all economic variables, and expressed the abstract gen- 
eral forms of the relations among them all in a system of simultaneous 
equations. But as compared with this kind of price theory I think Mar- 
shall's "one-industry-at-a-time” analysis gets beyond the very limited, 
abstract, formal achievement of Walrasian theory to a somewhat fuller, 
more detailed, and realistic understanding of each major part of the 
whole system of all economic processes. And I think this more than 
compensates for its failure to bring out as clearly the over-all general pat- 
tern of the whole. 

In much present-day economic theory there is again, besides 
tendencies to prefer other kinds of price theory to the Marshallian kind, 
an even more important tendency to attach less importance than all or 
most nineteenth-century economists attached, to all price theory, and 
turn more attention to other tasks and problems of economic analysis. 
This is somewhat connected, as we shall see in the next chapters, with a 
recent widespread change of the general outlooks — the social, moral, 
and political philosophies — of many modern economists. The cen- 
trality of price theory in all classical and neo-classical economic theory 
was in a part a result of the influence of the old economic liberalism — 
the idealizing vision of the system of free enterprises and competitive 
markets — on the views of economists as to what were their main scien- 
tific tasks. Near the top of the list of the merits ascribed to the free and 
competitive economic system, was the role ascribed to its system of flex- 
ible relative prices as reflections of demand conditions and incentives 
and guides to production, in bringing about an efficient deployment of 
all productive efforts and resources toward a full and balanced satisfac- 
tion of the peoples' demands for all kinds of products. Hence to all econ- 
omists sharing this outlook, analysis of the processes of adjustment of 
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the relative prices and supplies of all products appeared to be the central 
and most important task of economic theory. Other outlooks now more 
in vogue lead to greater stress on other groups of problems, and other 
directions of main effort in developing economic theory and research. 
But as the reader knows, I personally believe that the old economic 
liberalism has in it much enduring wisdom, and accordingly believe that 
a good deal of emphasis on the task of understanding the potential work- 
ing of a free price system is still appropriate. There are other important 
tasks of economic analysis, and the nineteenth-century economists, in- 
cluding Marshall, did much useful work on many of them, which it has 
not been possible to notice sufficiently within this book. But I think 
there is wisdom, for today, in an attitude toward Marshall similar in one 
way to his attitude toward Ricardo. As Marshall held that the ‘'revolu- 
tion’' in economic theory in his time was not really so complete a “revo- 
lution” as it claimed to be, making Ricardo’s achievements wholly ob- 
solete, but a limited advance or range of advances which needed to be 
combined with the enduringly valid elements of Ricardo’s system, so 
I would say, the theoretical “revolutions,” claiming to be such, of our 
later time, are again only limited advances beyond the range of Mar- 
shall’s insights, which also contained much that is worth retaining and 
combining with them. 
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CHAPTER 


From the Last Heyday of the 
Classical Liberalism to the 
Mid''twentieth'century World’s 
Ideologies, Regimes, and Conflicts: 
Communism and Fascism 


INTRODUCTORY 

In the on-going general development of economic theory, the period 
of full dominance of just the neo-classical (including the Marshallian) 
type of theoretical work and doctrines lasted through about the first 
two or even three decades of the present century. Various new develop- 
ments were beginning to emerge in the 1920s; but it was not so much 
in that decade immediately after the First World War as in the next 
decade, dominated and profoundly influenced by the Great Depres- 
sion, that the big changes got under way. And before considering the 
‘'big changes ' since that time, in the character and state of economic 
theory, it may be well to consider what have been the concurrent “big 
changes'' in the state of the world in all respects — far-reaching changes 
of prevailing, real, economic, social, and political conditions — of the 
relations, within nations, between their economies and their states and 
governments — assumptions by the latter of new, enlarged roles and 
new policies in dealing with the former — and growths of new 
ideologies and climates of public opinion about all public affairs. The 
world of today has become very different from the world in which neo- 
classical economies flourished, in the late nineteenth and very early 
twentieth centuries; and the world's “big changes," over these recent 
decades, have not been wholly without influence upon those of the state 
and character of economic theory, or the interests, lines of inquiry, and 
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ideas of (most) economic theorists. I do not mean to suggest that there 
have been clear, simple, direct, or in all cases important connections 
between the recent new developments in the state of the world, to be 
surveyed in this chapter and the next, and the recent new developments 
of economic theory which will later engage our attention in the final 
chapters. But it does seem worthwhile and not inappropriate to look 
at the former before we take up the latter. 

In a way this procedure is the best available substitute for that which 
has hitherto been followed throughout this book, of dealing in alternat- 
ing segments of the whole with developments of formal political 
thought — apolitical philosophies — and then with developments of eco- 
nomic theory for which those political philosophies have been the rele- 
vant, wider, intellectual “backgrounds” or “contexts.” The declining 
importance and growing “scarcity,” in all recent times, of philosophical 
political thought, and the movements of both modern economic theory 
and modern political life or practice away from or beyond the reach, so 
to speak, of the influence of any new, modern, political philosophies 
make it impossible to continue exactly the same procedure in dealing 
with the most recent period. We found this situation emerging in the 
late nineteenth century, and in trying to grasp the character of 
“Victorian liberalism” as the ideological background of or context around 
neo-classical economics, had to rely only partly on a few, slightly 
or doubtfully relevant, contemporary bits of articulate political 
thought, and partly on impressionistic generalities about the general 
climate of opinion of the epoch. And now we come to the fully modem 
time in which the situation above described is fully present, and there 
is nothing for it but to try to describe and discuss the several diverse 
climates of opinion (and the closely associated, actual regimes and social 
systems, types of public policies, etc.) which have recently arisen in the 
world: Communism, fascism, democratic socialism, and the newer, 
modern, modified, nonclassical “liberalism” which has been important 
mainly in the United States from the New Deal onward. I shall in the 
end, I admit, treat only the last two, and for the most part only the last 
one, of those four “isms,” as having any very significant relations or con- 
nections with the modern developments of economic theory to be taken 
up in the final chapters. The Communist world, ideologically domi- 
nated by its revived and distorted Marxism, has of course contributed 
nothing — thus far — to the development of modern economic theory, 
which has gone on only in the non-Communist world, and has been 
affected or influenced, if at all, only very slightly and indirectly by 
Communist thought and practice and some aspects of the “free world's” 
struggle with the Communist world. And the fascist episodes, arising 
after the First and leading to the Second World War, had no direct sig- 
nificance for economic theory and will engage our attention only briefly. 
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Essentially, as we shall see, among all the various new developments of 
economic theory, the ones that remain at all fully in the ^ political- 
economy'' tradition, and will alone receive consideration in this booh 
(in the final chapters), have all grown up within and had importance 
for only the still more or less ''liberal" part of the world; and have been 
interacting with the main "ideologies," important within the latter, 
chiefly in the sense or way of playing a (small) part in its groping 
search for "middle-way" policies, between the extremes of adherence 
to laissez faire and the leap into all-out or full-fledged socialism. Still, as 
the "liberal" world's internal tendencies and problems have not been 
by any means entirely unaflcected by its external struggles with the "to- 
talitarian" systems, creeds, and menaces, it seems not amiss here to be- 
gin with some remarks about the latter. 

THE RISE OF COMMUOTSM 

Just before the end of the First World War, as we know, the Russian 
Revolution brought Lenin's group of radical Marxists to power in Rus- 
sia and started the development of what has become the now vast and 
challenging "Communist" world or movement and "bloc" of countries 
ruled by "Communist" regimes. It is probably the most significant single 
fact about those regimes that all of them, so far, have come into exist- 
ence in what were previously, by all modern Western standards, more 
or less extremely "backward" or "underdeveloped" countries, which 
had never known either well-developed and well-functioning economic 
systems of private "capitalism," or political democracy, or in any sense 
"liberal" cultures and societies. On the eves of their Communist revolu- 
tions all those countries were — to use these categories in this Marxist 
manner — in various early stages of emergence out of "feudalism" into 
"capitalism," and in early stages of industrialization, or of the indus- 
trial revolution — always, everywhere, in world history, highly pro- 
ductive of social disturbance and unrest, and especially so in these coun- 
tries, given their special internal situations and the great disparities be- 
tween them and the advanced Western countries. Living then under 
both cruel and weak, decadent despotisms and landlord ruling classes, 
and having only small and weak middle classes, businessmen too few 
and despised in their societies to have any influence, vast illiterate peas- 
ant masses, small groups of generally discontented and radical indus- 
trial workers, and small but highly influential groups of native intel- 
lectuals full of patriotic shame about the conditions of their countries 
and zeal to revolutionize and modernize them; all those countries were 
indeed "ripe" — though not in accordance with the recipe of Marx! — for 
revolutionary Marxism. 

There is, I think, every indication, in the history of the world since 
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Marxes time, that he was in complete error in his expectation that the 
revolution which he prophesied would occur in each country only 
when that country had first gone through the full course or all the stages 
of capitalist evolution, maturation, and decline; that it would be, every- 
where, the final stage of the life-cycle of capitalism which would en- 
gender the worst prevailing conditions, and open the minds of the 
masses to socialist truth, and so produce, for the first and only time, 
‘'the revolutionary situation'' in which the socialist revolution could 
and would occur and triumph. On the contrary, as matters have 
turned out, everywhere the first stages of the growth of modern indus- 
trial capitalism have been its most precarious, distress-filled phase, 
either nearly or quite conducive to the occurrence and success of so- 
cialist revolutions. And in the countries where industrial capitalism 
went on developing through and beyond that phase, it has evolved into 
a persistently progressive system, gradually improving the lots and 
lives of more and more of all the people, and turning even most social- 
istically inclined workers and intellectuals into mild reformers instead 
of violent revolutionists. The successes of Communism in our present 
century, exclusively in ''backward" countries, and its failure everywhere 
in the advanced and still progressive West, prove or at least very strongly 
suggest that Marx's views of predictions on these crucial matters were 
exactly wrong. Yet this of course did not appear to be the case in the 
1930s — the decade of the Great Depression in the capitalist world. 
The latter then appeared to be confirming the prophecies of Marx; the 
Great Depression itself seemed to be the "final bjeakdown" of capital- 
ism which he had predicted; hence Western Communist or neo-Marxist 
intellectuals had a transitory "field day" of great influence with or over 
many really non-Communist "liberals" and socialists. Of this and more 
recent Western developments I shall speak later; for the moment I am 
still concerned with what the story has been in the now Communist 
countries. 

Another point about the attitudes of many of the native intellectuals 
in those countries, on the eves of their Communist revolutions, may 
have been important. Not only were those intellectuals commonly, as 
I have said, full of patriotic shame and zeal to bring about radical and 
rapid over-all improvement, but they were also commonly full of or 
addicted to vague, visionary, and enthusiastic modes of thought and 
feeling. Although deficient in practical experience and skills, they were 
educated in various products of Western thought, among which Marx- 
ism, with its visionary and impassioned quality congenial to their minds, 
made a special appeal to them, despite its limited relevance to the prob- 
lems confronting them. In old Czarist Russia where the modern rise of 
Communism started, a large number and variety of revolution-minded 
intellectuals had long been at work in conspiratorial and agitational 

383 



efforts through various parties and sects, with revolutionary Marxism, 
in several variants or interpretations, as the creed or creeds of the more 
important groups. And when the strains imposed upon that old Russia 
hy the First World War and its part and experience therein — strains 
upon the strength of its regime and the loyalty of its people — ^brought 
^‘the revolutionary situation'^ fully into being there; and the first, 
Kerensky, moderate, middle-class, liberal-democratic revolution failed, 
as it was bound to in that society, to produce a strong, effective, 
solidly based and supported, new regime; Lenin and his Bolsheviki 
emerged as the strongest group of all, and successfully seized power and 
began the work of transforming Russia into what it is today. 

In the Western world at first and for a time, a great many liberals, 
who thought of old Czarist Russia and all Oriental despotisms as the 
last, worst strongholds of all ancient evils, and were still full of the naive 
optimism which looked forward to a destined, world-wide spread and 
progressive realization of their own ideals, hailed the Russian 
(Leninas) Revolution with enthusiasm and expected it to lead on in that 
direction. But as the actual sequels have occurred, the Russian Com- 
munist regime and the others later added to it have merely developed 
into new despotisms, indeed far more efficient and progressive in many 
ways than the ancient despotisms replaced by them, but also even more 
thoroughly despotic, illiberal, brutal, unscrupulous, and inhumane. 
They have been succeeding, however, in rapidly industrializing their 
countries, increasing their economic outputs, modernizing those coun- 
tries and their cultures as far as science and technology are concerned, 
and educating their vast populations, though on lines severely cramped, 
distorted, and weighed down with Communist indoctrination. 

No doubt they have been achieving more rapid progress of the 
economic and related kinds than it would have been possible for those 
countries to achieve under or through any such systems of capitalism or 
of private enterprises, and more liberal or less despotic governments, as 
they might conceivably have been evolving if their Communist regimes 
had never arisen. By driving their peoples into making immense efforts 
and sacrifices; swiftly advancing their techniques of production from 
initially primitive to the most advanced, modem levels; fully utilizing 
abundant resources of all kinds that had previously been either unused 
or much underutilized; and planning, organizing, and coordinating, 
more or less effectively, the patterns of productive activities which pre- 
viously, in those societies, never had been, as in well-developed, modern 
and efficient, private capitalist economies, efficiently planned and or- 
ganized in all or most of the separate enterprises involved, and coordi- 
nated as whole patterns through adequate networks of well-organized 
markets; by doing all these things with furious energy, the Communist 
regimes in those formerly backward countries have brought about spec- 
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tacular progress in a short time, without allowing and waiting for the 
slow, natural evolution of efficient systems of spontaneous, private ac- 
tivities, which those countries, with the best helps and encouragements 
and under the best conditions, probably could have achieved only in the 
course of one or two centuries. 

Even when and where good, modem, liberal societies, with economic 
systems of efficient, free business enterprises and free markets, are 
highly developed and enabled to function well, they ate perhaps not 
necessarily superior, by the sole criterion of economic efficiency and 
progress, to compulsively ordered and hard-driving systems of the Com- 
munist, despotic type. It has always been a mistake among purely prag- 
matic or utilitarian liberals to lay exclusive stress on the alleged, purely 
economic superiority of the liberal system, and feel certain of its neces- 
sary superiority in that respect simply, to or over all possible alternatives. 
The real, decisive, superior merit of the liberal system lies in its unique 
ability to combine good economic performance or achievements with 
realization by and protection for all of the human or humane freedoms 
which are ends of supreme value in themselves, and the freedom, in- 
tegrity, and richly varied and progressive achievements of all intellec- 
tual, spiritual, and cultural life. It is not at all necessary to depreciate 
the indeed impressive economic or material achievements of the Com- 
munist regimes and countries in order to regard the price which those 
peoples have paid and are paying for them as excessive and tragic, and 
to remain fully convinced of the ultimate, universal, humane and ethi- 
cal superiority of liberal civilization, and the duty of all who share in the 
latter and its benefits to defend and preserve it, and resist the spread of 
Communism. 

THE ROLES OF INTELLECTUAL MARXISM AND OF OTHER 
FACTORS IN SHAPING THE MODERN “cOMMUNISt” SOCIETIES 

In considering the nature of modern Communism it is important to 
realize that, almost surely, its intellectual creed as such — Marxism — 
has played no more than a rather limited, small role as one among the 
many factors helping to shape the actual Communist regimes and social 
systems and determine or produce their characters, institutions, policies, 
achievements, and (to liberals) morally abhorrent features. That the 
influence of intellectual Marxism cannot alone have produced all that 
has been done and brought about in the now Communist countries is in 
fact a conclusion that already follows simply from knowledge of what 
is and is not contained in intellectual Marxism. For as we know, that 
system of thought as created by Marx did not include any blueprint, or 
anything more than a very few, very vague, general directives, for con- 
struction and operation and development of the new ideal social order. 
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Nearly all Marxism is about "'history” and the evolution of "capitalism” 
and the ""struggle” of the ""working class” and its leaders within and with 
""capitalism,” uf to the triumph of their revolution and the beginning, 
only, of the work of building up or realizing the ideal new order. As to 
what the latter should and would be in its detailed structure and work- 
ing, or how to design and build or realize it, Marx had in all extremely 
little to say, and that little was too vague to afford any very significant 
guidance to his followers. Hence his modern Communist disciples have 
had to improvise their actual regimes and policies as they went along, 
with very little help from their bible, the writings of Marx. 

That has been true perhaps most clearly and fully in the important 
central field of economic theory and policy or ""planning.” Marxist eco- 
nomic theory is by its nature almost completely irrelevant to the prob- 
lems that arise in the effort to build, operate, and develop a so- 
cialist ""planned economy.” It is an economic theory exclusively about 
the functioning and development of capitalist (not socialist) economic 
systems; and it is also, as economic theory, quite primitive, rudimentary, 
or crude, and contains no analysis of the requisites or essentials of true 
or good ""economy” in the use of the available resources to attain any set 
of objectives — such ""economy” as all good business managers try, and 
as planners and managers in a socialist economy must try, to practice. 
Hence Marxist economic theory is not convertible from its primary use 
for explaining how capitalist economies function and develop, to the 
different use of serving as a guide or aid to socialist planning. Modern 
economists, since the time of Marx, have developed much, far more 
advanced economic theory which, though also developed primarily for 
use in explaining how capitalist economies work or function, is thus 
convertible to that other use, and could be of far more assistance to eco- 
nomic planners in the Communist countries than anything in their 
Marxist heritage is or can be.^ But this non-Marxist, modern eco- 
nomic analysis is — or at least has been until very recently — ^beyond the 
pale, or forbidden, in those countries, as ""bourgeois economics,” de- 
veloped by economists reputed to be friendly or favorable instead of 
hostile to capitalism. Thus the Communist regimes have attained their 
impressive economic achievements not with the aid of Marxist econom- 

^ There is an extensive literature of good, purely economic-scientific, theoretical 
studies and discussions — ^by distinguished modern, non-Marxian, and in many 
cases politically and ideologically nonsocialist economists — of the theoretical prob- 
lem of how a socialist economy would need to be designed and operated, to bring 
about the most '^economicah^ pattern of uses of all productive efforts and resources 
in it, to maximize the satisfaction of the wants of its people. See, for example, the 
small book On the Economic Theory of Socialism, by Oskar Lange and F. M. 
Taylor, Benjamin E. Lippmcott (ed ) (Minneapolis: University of Minnesota 
Press, 1938); and the summary of this literature and discussion of the problem in 
J. A. Schumpeter, Captalism, Socialism, and Democracy, 3d ed, (New York: 
Harper & Brothers, 1950), part 4, 'The Socialist Blueprint.'^ 
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ics but in spite of being encumbered with it and reluctant to use the 
more useful modern intellectual tools of this kind, which they could be 
using.^ 

I shall argue in a moment, however, that if we consider not the eco- 
nomic systems, policies, activities, and achievements which have grown 
up under the Communist regimes, but the characters of the latter in 
their noneconomic or broader, social, cultural, moral, and political as- 
pects, we may view their main traits of this other kind as in part results 
of the ideas of Marx; though not such results as he most probably in- 
tended or expected, i.e., not realizations of his ideals, but instead the 
inevitable actual results of all-out efforts to realize those ideals. But 
before I elaborate or explain that point, let me first remind the reader 
of another feature or element of intellectual Marxism itself, which in 
another way suggests the likelihood of only a limited role for it (Marx- 
ism), and a more important role for other factors, in the shaping of the 
modern, actual, Communist societies in all their aspects. Not only did 
Marx s system of thought not contain any detailed design for the new 
social order; it did contain, as its own most basic positive tenet, the prop- 
osition that the fundamental causes of men s actions and the social 
systems they create are not their ideas and beliefs, but the ' materiah^ 
conditions or circumstances, environments, or backgrounds of their 
lives, and the pragmatic necessities thereby imposed upon them. Ac- 
cording to this basic tenet of their creed itself, the modern Communists 
in Soviet Russia, China, etc., have been most fundamentally impelled 
and directed, in all that they have done and created in those countries, 
not by their creed, but by the former, old, historic characters of and con- 
ditions in their countries, by the emerging, newer conditions they have 
been creating, and by the practical exigencies and necessities arising in 
the course of their endeavors. And I think there is little room for doubt 
that to a great extent that has been true in fact, though I don^t think 
we can suppose that the causal factors (including the creed) and their 
roles and relations, or the process, have conformed exactly to Marx s 
theory, or dynamics, of ''historical materialism.*' 

That theory, as wc know, asserts that the "materiar* conditions of 
life in which great masses of men live somehow generate in their minds, 
via their experiences, the desires, ideas, and beliefs, through which (not 
apart from or independently of which) the aforesaid "material" condi- 
tions indirectly bring about their actions. Thus the Marxist creed would 
have it that in the now Communist countries, all the features of their 

® Professor Wassily Lcontief, however, has recently returned from a visit to 
Soviet Russia and reported to his fellow economists at Harvard University that 
adherence to Marxist economics and unwillingness to study and use the best 
modern developments of economic analysis and research, have been abandoned, 
now, in the highest quarters in that country; and they are fast “catching up"' with 
the West in this, as in all branches of pure and applied science. 
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actual regimes, social systems, policies, etc., have grown up as results 
of a spontaneous generation of the entire Marxist faith or outlook in 
the minds of ''the masses'' of the people in those countries, by their past 
"material" environments and circumstances, and resulting experiences. 
But this idea of course cannot be credited with more than a tiny frac- 
tional amount of truth. The poverty and ignorance in which those 
"masses" were immersed before the new regimes arose, and out of which 
they are beginning to be lifted, have no doubt facilitated their indoctri- 
nation with, and dispositions to believe, such elements of the Marxist 
creed as they could dimly understand. But in the main their nominal 
acceptance of the creed has been imposed by the compelling authority 
of the new, small, ruling groups. That "the masses" would have to be 
thus indoctrinated — that the theory of spontaneous generation of the 
"right" beliefs and attitudes in the mass mind, simply by "material" con- 
ditions, would not work — ^was in fact virtually admitted by Lenin when 
he said that if let alone the main body of the industrial workers would 
never develop the true socialist "consciousness" or view of their real 
class interest, or anything beyond their trade-union "consciousness" or 
outlook, which he described (of course correctly) as bourgeois in char- 
acter. There would have to be, said Lenin, a strong "leadership" of the 
"proletariat" by its enlightened "vanguard," the Communist party — i.e., 
authoritarian indoctrination. And that of course has been going on in 
all the now Communist countries; and the actions of the rulers and 
those of the peoples directed by them, though undoubtedly in a vague 
way inspired and influenced by the Marxist vision, have been mainly 
directed, in all specific details, by the largely otherwise formed, partic- 
ular purposes of the members of the ruling groups, by the practical exi- 
gencies confronting them, and by their improvisations of means and 
routes to their ends in their situations. 

Somewhat more truth may be credited, however, to the theory of 
spontaneous generation in men's minds, by their environments, of de- 
votion to the Marxist (Communist) beliefs and aims, and so of the re- 
sulting actions, if we think of this as applying not directly to "the 
masses" but only to those leaders among the builders and rulers of the 
Communist regimes who have been or become both able and trained 
Marxist theoreticians and also able planners and executives. As I said 
earlier, the "material" and general conditions which prevailed in the 
now Communist countries before they became that (in their revolu- 
tions), and which affected the outlooks or attitudes of the intellectuals 
who became leaders in developing their Communist movements, un- 
doubtedly did much to make or turn those men into Marxists, i.e., those 
conditions made Marxism attractive and convincing to them, and thus 
impelled and directed them on their courses of action. But this also 
points somewhat away from the supposition that exactly the Marxism 
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of Marx himself has been the main immediate cause of all that has since 
been done and brought into being in those countries. For the particular 
old environments or backgrounds, traditions, and experiences which 
must have formed or greatly influenced the minds, characters, beliefs, 
and dispositions of the great, early Communist leaders in Russia, China, 
etc., caused them not only to embrace Marxism but also to construe it 
in their own special ways. Their old environments helped to make 
them, in their ways of attaining and using power as men of action, 
ruthless, cunning, and unscrupulous tyrants, in ways and measures 
beyond any ever fully envisaged by Marx, who expected that the build- 
ers of his utopia would be fully civilized and normally humane “leaders 
of the working class” in fully developed, modem capitalist, industrial 
countries. 

Yet I do think that to a considerable extent we can attribute the 
monolithic and ruthless, totalitarian, despotic nature of the Communist 
systems to the influence of the Marxist ideal of achieving completely 
unified or solidaristic, harmonious societies, with no (allowed or overt) 
internal conflicts. The actual result of adherence to this aim is bound 
to be ruthless despotism, since the dream of a genuine, spontaneous, 
perfect harmony or cooperation among all the members of any vast 
society of diverse free men never has been or can be anything but a 
foolish, utopian, unrealizable dream. Where men are free there are 
bound to be conflicts, and where the goal is to eliminate all conflicts, the 
result is bound to be suppression of all freedoms. “Emancipating” the 
toiling “masses” from the limited powers of control of many separate, 
diverse, and rival employers, and striving to make them all work together 
with complete solidarity and high efficiency for the common good as 
defined by their “leaders” or rulers, has necessarily meant subjecting 
them to the far more despotic authority of the all-powerful state as the 
sole employer, owning all resources and all output or income or means 
for the support of life, and hence also in effect owning the bodies and 
souls of all its people. Yet the fact that the new regimes of this type 
have been built up in countries which always had had despotic regimes, 
and under historically created conditions that imbued the new leaders 
with despotic tendencies, and the masses of the peoples with submissive 
tendencies, undoubtedly has still further accentuated those results of 
the influence of the ideas of Marx. 

MARXISM AND OTHER FACTORS IN FOREIGN POLICY 
AND RELATIONS WITH THE WEST 

Moreover, if we now consider not simply the internal policies of 
the Communist regimes in their own countries, but their common atti- 
tude and behavior toward the rest of the world, and the development of 
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the ^^cold war ^ or conflict between them and the Western capitalistic 
and democratic countries; here again we may see at work both the 
Marxist creed and some other accentuating factors. The Marxist proph- 
ecy and program demands extension of the revolution and the subse- 
quent creation of the new order, eventually to or over the entire world; 
and there is no doubt that in this way their creed inspires in all ardent 
Communists — both in the countries which already have established 
Communist regimes and in all others — a fervent, genuine, ^ missionary^^ 
zeal to assist, foment, lead, and control potential revolutions wherever 
they may emerge, and progressively to add more and more countries to 
the Communist bloc. This of course means that the foreign policies of 
the already Communist countries are in effect committed to this pro- 
gram of world conquest. The West, however, has perhaps been slow in 
learning, after its recent experience with enemies of a different kind 
in the Second World War, that the Communist powers, in so far as 
their Marxist creed inspires and guides them, are committed to a pro- 
gram that is not primarily one of extensive, outright, military conquest. 
It is, rather, a very (indeed indefinitely) long-range program of patiently 
persistent, gradual, bit-by-bit expansion of their sphere of influence, 
to be accomplished mainly by exploiting local ^^evolutionary situations^' 
within other countries, as and when and wherever they appear, that is, 
by infiltrating and capturing, assisting, leading, and directing local 
movements or strivings of discontented groups for radical change of any 
kind, which can be turned in the Communist direction. 

According to the Marxist creed, all or nearly all significant, attempted, 
or potential revolutions emerging anywhere in the modern world are 
similar, 'inevitable," and laudable developments within a uniform 
world-wide pattern, or on-going world-historical process, of progressive 
decay and self-intensifying evils and mass-popular revolts against the 
latter in all parts of the "capitalist" (non-Communist) world. And it is 
held to be predestined that eventually the revolutions will multiply and 
spread and succeed everywhere, and the entire world will become Com- 
munist, with provision only of some aid and guidance to each local 
revolt, as it occurs, by Communists on or sent to the spot and by the 
already established, major Communist regimes. The aid provided by 
the latter, however, of course can always include whatever military 
aid or pressure is judged to be at once feasible, reasonably safe, and 
necessary or expedient; and the Marxist theoretical predictions, pro- 
gram, and criteria for deciding where, when, and how to undertake 
each new campaign are vague enough to allow much room for each 
new actual decision to be governed largely by whatever other motives 
and considerations, external to the creed, may come into play. The 
Communist powers are impelled by more than just the ideological 
"missionary" motive, as I shall explain in a moment, into efforts to 
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extend their power over more and more of the world. They may try to 
use the method of outright military conquest to almost any extent if all 
else fails and this promises success; and their great on-going build-up of 
military power and their recurrent use of military threats and forays as 
parts of their program, of course, make military preparedness and alert- 
ness in the West necessary. But the even greater, supreme necessity for 
the West, in view of the nature of the central and main challenge of- 
fered by the Communist powers, is to maintain and continually im- 
prove the virtues, vigor, health, viability, and progressiveness of the 
economic, social, and political systems of the advanced Western coun- 
tries themselves, and the welfare, loyalty, and morale of their peoples; 
and also to help all the still non-Communist, ^underdeveloped'' coun- 
tries to achieve their needed and desired modernizations and reforms as 
rapidly as possible by advancing on lines as consistent as possible with 
Western liberal ideals, and so to become and remain immune to the 
Communist revolutionary virus. 

Let me now speak briefly, however, of the other factors, apart from 
the Marxist creed or fervent vision, which also help to make the Com- 
munist regimes belligerent and aggressive in their foreign policies. One 
additional factor is, of course, the consequence of Western hostility, 
which their own hostility toward the West has evoked and made neces- 
sary, but to which they do in turn react. Having, as a menace to the 
West, compelled the West to menace them, they feel menaced, and 
respond with a further intensification of their efforts to overtake and 
surpass the West in power, and to press their offensives as, in part, one 
form or method of defense. Then also a second, additional factor of a 
different sort may be involved: in so far as their internal policies, of 
suppressing all internal conflicts and freedoms within the Communist 
countries themselves and of pressing their peoples for unending, stren- 
uous efforts and sacrifices, tend to strain or weaken the loyalties of 
those people to their regimes, the latter may find it convenient to go 
on intensifying the conflict with the outer world and the popular sense 
of the external menace, in order to bolster the mass-popular, patriotic 
loyalties which they require. And finally, I think it may be that still 
another factor is at work, i.e,, a continuing carry-over or revival, in 
these Communist despotisms, of the ancient militaristic and imperial- 
istic tendencies inherent in the old, not only pre-Communist but even 
largely precapitalist, feudal bases of the former despotisms in those same 
countries. 

Despite all that the Communist theoreticians maintain — and this I 
will consider in a moment — about advanced ''capitalism" as the source 
of all modern "imperialism," I think there is far more historical truth 
in a very dilfcrent theory about the real origins of most true "imperial- 
ism" in all human history, which traces it to cultures, outlooks, atti- 
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tudes, and behavior-patterns bred originally in and by old feudal and 
despotically ruled societies, in which the ruling classes were made up 
of war lords, and the military virtues and war and conquest were exalted 
or glorified. These static, primitive economies could be made to support 
growing populations and provide the npper classes with substantial 
wealth only with the aid of recurrent, predatory seizures of additional 
lands and resources; while at the same time the natural primitive reac- 
tions to the disliked, alien cultures, creeds, and habits of neighboring 
peoples ran toward militant crusades to conquer, subjugate, and convert 
or 'civilize'' them. In the main the long, progressive evolution of modern 
Western capitalism and its bourgeois culture has been away from all 
that underlies and breeds imperialistic attitudes and policies; and the 
once whole-heartedly imperialistic Western powers have long been 
growing less and less inclined to try or want to enlarge or even retain 
their old inherited colonial empires, and increasingly willing to prepare 
the native peoples for successful self-government and gradually to re- 
linquish their own powers of control over them.^ 

But such evolutions of more liberal, nonimperialistic ideals and poli- 
cies had never gone so far, to say the least — just as the evolution of 
capitalism and its civilization had not — in the now Communist coun- 
tries, before they became Communist; and I think it is likely that a 
good deal of the old imperialistic spirit or mentality of the former ruling 
groups in those societies has been carried on by their Communist suc- 
cessors. The element of pacifistic idealism that is present generally in 
socialist thought as such, including one part of Marxist thought (its 
vision of the ultimate, future, ideal societies), is nullified in the Marx- 
ists (Communists), as far as their current behavior is concerned, by 
their much stronger, warlike, revolutionary, and revolution-spreading 
ardor, and their hatred of the capitalist world; it serves them mainly as 
a cloak or disguise to conceal their aggressive, real purposes under con- 
stant protestations or professions of their "peaceful" intentions. The 
aggressive, imperialistic temper inherited from the pre-Communist 
despotisms agrees with and reinforces that arising from their Marxist 
creed and gospel; and although their achievements in developing the 
economic systems and potentials of their countries could he removing 
the ancient economic, supporting causes of or reasons for imperialistic 
designs and policies, there are, I think, clear reasons why that is not 
occurring. They are forcing their economic development efforts ahead 
so fast, with such great priorities for heavy industry and all that con- 
tributes to military power, and so high a rate of saving and capital 

® For the most brilliant, original, and convincing exposition and support of the 
“theory of imperialism'" that I have summarized in this paragraph, see J. A. Schum- 
peter's essay, “The Sociology of Imperialisms" in his Imperialism and Social 
Classes (Ne^v York: A. M. Kelly, Inc., 1951), 
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formation as opposed to production of consumers^ goods to raise the 
current living standards of their populations, that they are beginning 
to outdo or outstrip even the richer Western capitalist countries in 
generating surplus amounts of capital and capital goods of various kinds, 
which they can export to underdeveloped countries, invest in aiding 
them and gaining power over them, and use also in types of foreign 
trade serving to alleviate the pressures on the living standards of their 
own peoples, without slowing the pace of their own accumulations of 
new capital and basic industrial power. 

THE COMMUNIST THEORY OF CAPITALIST IMPERIALISM 

Yet I must now speak, finally, of that special part of or outgrowth 
from or addition to their Marxist creed — the theory, held by all Com- 
munists, of or about Western capitalist ^imperialism'' — which serves 
the rulers of the Communist countries as their most potent intellectual 
or propaganda weapon in the cold war, and appeals strongly and per- 
suasively to people in the 'underdeveloped" countries which are or 
were parts of the colonial empires of the Western powers. This theory 
enables the now really most aggressive, expansive, and imperialistic 
Communist regimes to pose as the sole defenders of the world's peace 
and the freedoms of all countries, from or against the alleged imperial- 
istic and war-engendering designs and policies of the Western capitalist 
countries. The germs or rudiments of this theory about how "imperial- 
ism" grows out of the nature and internal dilemmas of advanced "capi- 
talism" were present within Marx's theory and forecast of the evolution 
and degeneration of capitalism; but these ideas have been developed 
by various latter-day disciples of Marx, including Lenin and his suc- 
cessors, the modern Communist theoreticians, into the full-blown 
theory which goes far beyond all that Marx suggested. 

Lenin's main use of the theory, in the form which he helped to give 
it, was to explain and justify the occurrence of the first successful Marx- 
ist revolution in Russia, a comparatively backward country, in the 
face of the contrary prediction of Marx that the first such revolution 
would occur in some previously, fully developed capitalist country. The 
reader has already had my explanation of this discrepancy — that Marx 
was fundamentally mistaken — that the earliest, not the latest, stages 
of capitalist evolution are generally the ones most likely to engender 
socialist revolutions; but this simple view of the matter was of course 
not available to Lenin. He instead derived from some of Marx's other 
economic-theoretical ideas — about the expected world-wide conse- 
quences of the final stages of the evolutions of the economic systems of 
the most advanced capitalist countries — a way of making the Russian 
Revolution appear to harmonize well enough with the general, main 
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tenor of the prophecies of Marx, The evolving capitalist countries or 
national economies, according to Marx as interpreted by Lenin, were 
bound to become increasingly '^imperialistic,’' and to form or become 
linked together in a "chain” of "imperialist powers,” jointly and se- 
verally oppressing and exploiting the rest of the world, as well as the 
working-class members of their own populations. And according to 
Lenin, Czarist Russia was already a "capitalist” country although not 
one of the most advanced, and so was a member or part of — and the 
"weakest link” in — that "chain” of the "imperialist powers.” The grow- 
ing, revolt-engendering pressure on the worlds "masses,” although 
caused by developments originating mainly in the most advanced West- 
ern capitalist countries, was felt throughout the world, and naturally 
produced the first effective revolt in weakly governed Czarist Russia — 
the "weakest link” of the "chain” was the first to break. But now let us 
look more closely at the theory which not only thus served Lenin’s 
original immediate purpose or "rationalized” the Russian Revolution 
in the context of Marxist thought, but has ever since so well served 
to "rationalize” and aid the subsequent spread of Communism’s power 
over other, still more backward countries, and the entire developing 
program of the Communist bloc and movement. 

In each of the advanced (Western) capitalist countries, according 
to this theory, the on-going evolution of its national economy or eco- 
nomic system includes the following "inevitable” developments, which 
have the over-all result of causing the country and its government to 
become, in foreign policy, increasingly "imperialistic.” Within each 
such national economy the growing accumulation of new capital is 
accompanied by a growing concentration of it in the hands of increas- 
ingly few but, individually, increasingly rich and powerful capitalists 
and/or small united groups of them, with expanding, gigantic enter- 
prises and centrally administered groups or chains of them under their 
control and dominating the economy. In other words, the earlier com- 
petitive form of the economy, of many small or moderate-sized com- 
peting enterprises, disappears and is replaced by the form of a latter-day 
monopoly capitalism.” The few gigantic outfits in this economy that 
together control the greater part of the economy’s manpower and re- 
sources are no longer obliged by competition to practice moderation or 
restraint in exploiting workers and consumers; they have and use great 
monopoly powers to extract high prices from the latter, and pay very little 
for labor and materials; and they limit the supplies of their products 
offered on domestic markets, and their investments in production for 
those markets, to match the limitation of demand therein, arising from 
the high prices and the low incomes of most of the people. 

But further, according to this theory, as all this increases the profits 
and new capital accumulations of the great monopolies, but makes 
394 



them unable to invest the latter at all fully in their home economies 
without glutting their domestic markets and having to reduce their 
prices and profits; they are impelled, by the dilemma arising for them 
from their own business policies, to use their great political power and 
push the governments of their countries into ‘Imperialistic^^ foreign 
adventures, designed to gain and hold great areas in the economically 
underdeveloped parts of the world and make those areas, as colonial 
dependencies, exclusive or protected outlets for the surplus capital and 
products of the great business monopolies within the mother countries. 
As another concurrent part of the same evolution, the advanced capi- 
talist countries increasingly restrict international trade among them- 
selves, i.e., they raise protective barriers against imports of either goods 
or capital from each other in order to reserve for their home producers 
their increasingly inadequate domestic markets and investment outlets. 
In this way, all these countries oblige each other to try to build up 
empires in the underdeveloped regions, as the only areas to which 
their capitalists can freely export the goods and capital that are “surplus’" 
at home and not allowed entrance to the other advanced countries; 
areas in which their capitalists can invest, can employ and exploit cheap 
native labor and resources, and can create new markets, to some extent, 
in spite of the poverty of the native populations. The latter are sup- 
posed to be, by the results of the entire process, only oppressed and 
exploited, not benefited at all; and the rival efforts of the Western 
countries to expand their empires are alleged to have been the primary 
causes of all modern wars. 

Now I cannot here devote to this use the amount of space that would 
be needed for an adequate critical discussion of that mainly false and 
outrageous theory.*^ It contains, indeed, a few grains of truth and has, 
as a whole, a superficial plausibility — and in its general tenor a broad 
agreement with and great power of appealing to the prejudices of too 
many Western liberal intellectuals — and has therefore long been 
widely, much too fully accepted or influential, far beyond Marxist cir- 
cles. At the same time, it consists mainly of extreme oversimplifications, 
gross distortions, and outright falsehoods; it mingles together and con- 
fuses absurdly, ideas or views of two entirely different things — on the 
one hand, the mainly beneficial flow of Western capital and enterprise 
into underdeveloped countries, making needed contributions to their 
economic development, and on the other hand, “imperialism'" in the 
only true or proper sense, i.e., political-and-military conquest, subjuga- 
tion, and oppression. Although an adequate discussion here is impossi- 

^ For a full statement — by a writer who is both an able modern economist and 
a thorough convinced Marxist adhering fully to the Communist ‘'party line'' — of 
this theory, sec P. M. Sweezy, Theory of Capitalist Development (New York: 
Oxford University Press, 1942), part 4. 
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ble, I must conclude the part of this chapter concerned with Communism 
with a brief “reply to” this Communist theory of capitalist “imperial- 
ism.” 

The basic errors, of course, grow out of the false theses of Marx 
about the alleged (for “the masses” everywhere) purely oppressive and 
exploitative, not at all beneficial, nature of all capitalism as an economic 
system and the economic activities of all capitalists, and the alleged 
complete control by the latter, wherever they and their “system” flour- 
ish, of political and military power, assuring invariable, ruthless use of 
all such power, always, solely in the service of the economic interests 
or ambitions of the capitalists. I shall come in a moment to the crucial 
questions concerning political and military power and the degrees of 
connection of their imperialistic uses with business interests; but we 
must notice, first, the purely economic-theoretical nonsense in the 
theory before us. “Nonsense” is the only right word for the notion that 
all capitalism as an economic system is wholly a system of oppression 
and exploitation (underpayment) of “labor” or “the masses” by in- 
vesting capitalists, whose profits allegedly represent nothing but unpaid- 
for labor and not at all, even in any part, earned rewards for productive 
services performed or rendered by capital and by the capitalists, in- 
creasing the productivity and earnings of the working people and in 
net results still benefiting them even after the profits of the capitalists 
are deducted and allowed for. And in the theory of “imperialism” which 
we are examining, this nonsense appears twice or plays two roles: first 
in the account of the internal economic processes in the Western econ- 
omies, leading to their exports of capital to underdeveloped countries, 
and then again in the account of the alleged results within the latter. 
Let us consider these two parts of the argument, successively. 

We are asked to believe that within the Western economies, as time 
has gone on, the growing, total accumulations of new capital out of 
business profits have become excessive in relation to all domestic, profita- 
ble investment opportunities because the oppressed and exploited 
working-class majorities or “masses” have been so held down in poverty 
that the domestic markets have become inadequate. The outflow of 
capital to the underdeveloped countries is depicted as resulting en- 
tirely from capitalist extortions and mass poverty within the West; not 
(as in reality has been the case, in the main at least) from progress of 
Western economic development (with benefits very widely shared by 
most of the people) to the point of creating conditions under which 
further increments of new capital often can be invested more produc- 
tively and hence more profitably — in ways filling more urgent needs 
and rendering greater, widely beneficial services, hence also yielding 
higher returns— if invested in new enterprises in still underdeveloped 
countries. As the real case can be explained in the terms of neo-classical 
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economic theory, in the Western countries with their relatively abun- 
dant supplies of already invested capital, the “marginal productivity” 
of capital has fallen to lower levels than those still obtaining in the 
underdeveloped countries where, in view of their great shortages of 
capital, additional new investments resulting in the use of modern 
techniques and equipment along with some of the abundant native 
labor and natural resources can often make immense new contributions 
to production, and thus earn very high returns. 

Beyond any question this account of the matter has far more truth — 
to say the least — than can be credited to the notion that within the 
Western economies, there has been a persistence of mass poverty and 
hence a failure of total domestic demands or markets for consumers’ 
goods, and so also of demands for capital, to grow along with supplies 
of the latter. It is possible that the rate of increase or improvement of 
the real incomes and living standards of “the masses” in the Western 
countries has been less rapid than it should have been — in consequence 
of imperfections in their economic systems — and that a resulting in- 
sufficient growth of domestic markets and investment opportunities 
has in some degree accentuated the growth of capital exports to under- 
developed countries. But it is hard to believe that this factor can ac- 
count for more than minor additions to the latter, which certainly 
would have been occurring in any case for the other main reason al- 
ready given. And in any event this possible limitation of the West’s 
internal economic progress by lack of fully adequate participation of 
all the people in its benefits, is a hypothesis very unlike the false, Marx- 
ist, grim picture of entire persistence of universal, dire, mass poverty, 
and a silly, self-imposed necessity obliging all Western capitalists to 
go on “exploiting” their laboring populations to the limit and thus 
ruining their domestic markets, with the result that as they (neverthe- 
less) continue to reap profits and accumulate new capital, they “must” 
increasingly use the latter only to “exploit” the native labor and re- 
sources in the underdeveloped countries. Nor does the theory that 
Western capitalism has become “monopoly capitalism” add much to 
the cogency of that “explanation” of the rise of “imperialism.” There 
have been some growths of monopolies and some decline of competition 
in the Western economics, but the real extent of these developments 
has been nothing like the grossly exaggerative portrait drawn by the 
Communist theoreticians. It would be impossible to prove and seems 
unlikely that their real effects have included any very pronounced ad- 
verse effects upon Western levels of real wages and mass living standards 
— which in fact have undergone their greatest advances precisely in 
this same recent period. 

Moreover, were it true that within the Western economies domestic 
mass poverty and inadequate markets have been the cause depriving 
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new Western capital of profitable domestic investment opportunities, 
and forcing it to flow out to the underdeveloped countries; then through 
the same logic it would seem to follow that the latter, with their far 
worse mass poverty and more restricted internal markets, must have 
even still much less to offer in the way of such opportunities. And 
were it true that the Western capitalists, establishing new enterprises 
in the underdeveloped countries, simply practiced pure and all-out 
exploitation of the native populations and did nothing at all to alleviate 
their poverty, the possibility of high profitability and great growth or 
expansion of this operation would seem rather difficult to explain. Ini- 
tially, the prevailing, dire poverty in these countries does in fact of 
course severely limit their power of attracting Western capital for use 
in producing, within them, new goods to be sold within them. Only 
as incoming capital and enterprise succeed in increasing the productiv- 
ity of the native labor and resources, and by sharing the benefits of 
rising productivity with the native populations, improving their living 
standards, can the markets and opportunities for further profitable 
investments in those countries be made to grow. 

The picture of the profit-hungry, invading Western capitalists as 
unmitigated oppressors and exploiters is absurd. Of course they have 
not all been entirely benign and wise, pure benefactors, either — ^never 
in any cases giving grounds or occasions for growths of native hostility 
against themselves. But it makes no sense to think of this on the whole 
mainly beneficial process — consisting simply of all movements of West- 
ern private capital and enterprise into non-Western, underdeveloped 
countries, in efforts to earn profits by developing productive enterprises 
within the latter — to think of all this as in itself '"imperialistic^^ or de- 
serving to be tagged with that opprobrious term. And it is a quite sepa- 
rate historical fact that much of all this "economic penetration,^^ 
over the several centuries during which it has been going on, has been 
concurrent and often in considerable measures interdependent with 
the very different, political-and-military foreign adventures undertaken 
by the governments of Western countries, and alone constituting real 
imperialism — adventures which, again, it is grossly oversimple and false 
to regard as having all been solely caused or instigated by, or designed 
simply to serve, business interests. 

The extensions of the ruling powers of European national states 
over non-European territories and populations, which began to occur 
in the main early cases in the fifteenth, sixteenth, and seventeenth cen- 
turies, and went on in recurrent waves or bursts at irregular intervals 
through the nineteenth century, always had mixed causes and motives 
of various kinds. The business interests or ambitions, and shares of 
political influence, of the interested businessmen and groups in the 
European countries concerned played generally more or less important, 
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but rarely the most important, causal roles. Ambitions of political and 
military leaders, governing groups and classes, and * patriotic^’ people 
of all classes for increments of national and/or personal or group power 
and ^glory^^; sheer adventurism; ideological missionary or crusading 
fevers to conquer and 'civilize’' regions and populations living in "dark- 
ness”; and above all, the rivalry among the great powers, always threat- 
ening to break out in war, and the imperative needs of each one, for 
the sake of national security, of wealth-and-power-in-the-world superior 
to that of its likely enemies, and prior acquisition, ahead of them, of 
strategically vital areas — all these "forces” have surely conduced even 
more strongly to the creations or growths of the colonial empires than 
has that of the desires of interested businessmen, as such, to have con- 
ditions in the colonized or controlled areas made more favorable for 
the success of their business ventures therein. Of course the latter 
"force” has often counted for much as one contributory factor; but it 
is ridiculous to ignore all the others, or treat them as somehow entirely 
derivative from this one alone, and this as the sole "fundamental” cause 
— and as itself arising uniquely and inevitably from the nature and 
internal working and dilemmas of advanced "capitalism” within each 
"imperialistic” country. 

Let me at this point again refer to historical facts about far-past times. 
In general, the economic, social, cultural, and politico-military causes 
of imperialistic behavior on the parts of societies or their ruling ele- 
ments — their pronencss to engage in conquering, ruling, and exploit- 
ing neighboring or distant societies — ^were at their strongest, everywhere, 
in old, precapitalist, feudal and despotic societies. The modern European 
national states which have had or acquired extensive colonial empires 
in Asia, etc., in the main cases first acquired the larger parts of them 
back in the sixteenth and seventeenth centuries, when the domestic 
societies of those European states themselves were full of survivals 
from their still recent feudal pasts, and their (mainly commercial, pre- 
industrial) "capitalisms” were still "infant” affairs. That was an epoch 
or time of transition before the full development of modern Western, 
progressive, "free-enterprise” capitalism, and before the rise to prev- 
alence in the Western world, in the eighteenth century, of the classical 
liberalism, idealizing freedom or independence for all human beings 
and all peoples, peace and mutually beneficial commerce or exchange 
among them all, and limitation of the use of coercive power to its use 
by governments to maintain peace by enforcing justice among the gov- 
erned, i.e., to prevent the latter from using power to coerce each other. 

In the epoch just before modern capitalism began to be really, fully 
ascendant or predominant and to show its own maturing nature, and 
before the liberal idealism began to be a widely ruling climate of opin- 
ion — in the just previous epoch, in which the "imperial” nation-states 
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of Western Europe laid the foundations of their empires in other con- 
tinents, the prevailing climate of moral ideas affecting the conduct of 
all national and international affairs was still harsh, ^ realistic,^' ruthless, 
and warlike. The governing groups in those nation-states — their ruling 
oligarchies — consisted mainly of aristocratic or noble landlords who 
were descendants and heirs of feudal war lords, and continued to prac- 
tice statecraft in the ancient spirit which took the inevitability of recur- 
rent war among states for granted. They aimed at continuous 
maximization of the relative wealth and power of one^s country as 
compared with its potential enemies, through all available means in- 
cluding, as a matter of course, all or any feasible and expedient con- 
quests of weakly governed and poorly defended, distant, alien territories, 
populations, and resources that would add to the wealth and power of 
the conquering country and forestall growth of or reduce the wealth 
and power of its unconquerable and dangerous nearby rivals. It is true 
that commercial capitalism was already flourishing and growing; the 
larger capitalists or 'merchant princes'^ were gaining positions as junior 
partners in the outer fringes of the governing circles, and their business 
interests in trade within and with the distant coming-to-be colonial or 
dependent areas played an important role in the building up of the 
colonial empires. But even this fact is not consistent with the modern 
neo-Marxist or Communist theory, which regards "imperialism'^ as a 
by-product of advanced, mature, or fully evolved capitalism, not the 
infant capitalism that was then in being. And the role which the latter 
played, in that age of the first foundings of the now old empires of the 
European powers, was, though important, subordinate to the role that 
was played by the statecraft mainly carried on by aristocratic statesmen. 
The essential spirit of the general kind of economic thought and na- 
tional governmental economic policy which prevailed in that epoch — 
mercantilism, of which colonial imperialism was an integral part — was 
subordination of economics to international power politics. 

At a much later time, the natural fruit of the emergence of full fledged 
industrial capitalism, and of prevalence of the spirit of the classical 
liberalism, first appeared in mid-nineteenth-century England in the 
anti-imperialism or "little Englandism" of Cobden, Bright, and com- 
pany — the chief political spokesmen of the English business community 
of their day. They preached, as desirable for England on both moral 
and economic grounds, the kind of long-range program that modem 
England has now long been practicing, i.e., gradual withdrawal from 
its empire or release of parts of the empire into independence, with 
prior preparation of them for that, in the faith that as friendly inde- 
pendent countries they would become far better customers and sup- 
pliers for the English economy, and England would be spared the 
unprofitable, great cost and strain of ruling them. And it is significant 
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that in Victorian England, the last important, small, transitory resur- 
gence of imperialistic sentiment or the spirit of active imperialism oc- 
curred under the leadership of Disraeli and his Tories, who had their 
main base of political support in the landed aristocracy and gentry with 
their ancient feudal traditions; and who hardly bothered to try to reply 
to the economic arguments of the anti-imperialists, but relied mainly 
on romantic appeals for preservation of the traditional grandeur and 
glory of England, and talk about her world-civilizing mission. Among 
the businessmen as well as among the laboring men of England, desires 
to enlarge or even to maintain the British Empire as such have long 
been dying. And the renewal of imperialistic tendencies and efforts 
among the European powers in general, in the late nineteenth century 
and on into the twentieth, was not due mainly to Disraeli’s England, 
or to economic pressures arising within and from advanced capitalism. 
It was due to the arrival on the scene or entry into the game of Imperial 
Germany, a belatedly unified and belatedly, rapidly self-modernizing 
country or society, full of strong remnants of the spirit and traditions 
and social and political structures of feudalism and despotism, and with 
a becoming-advanced capitalism and business class imbued with no 
spirit of economic and general liberalism, but instead with that of will- 
ing dependence upon and subservience to their national state and its 
ambitions for greater power in the world. When this new challenger 
entered into the power rivalry among the Western powers, and sought 
to build up a colonial empire, the other powers were obliged in self- 
defense to renew their efforts to retain and if possible enlarge their 
empires. And although of course there were businessmen and groups 
within them, who sought advantages for their business interests in the 
colonial areas and joined in supporting imperialistic governmental 
policies toward the latter, these were more often band-wagon riders 
than prime movers in bringing about the adoption and execution of 
those policies. The main general trend in the West has continued to 
be that of a gradual decline of national wills to build up and maintain 
colonial empires. And the Western countries, such as France, in which 
this trend has gone less far than in England, are precisely the less fully 
advanced modern capitalist countries, less fully, internally reformed in 
line with the ideals of the classical liberalism. 

Yet I do not wish to claim more for the theory that (most) imperial- 
ism is a lingering, old, historical result of ancient feudal institutions 
and traditions than a full survey of all the relevant evidence would 
warrant. Nor do I wish to leave uncriticized the too common American, 
naive and self-righteous kind of anti-imperialist idealism, which today 
hampers the defense of the "free world” from the aggressively expansive 
Communist part of the world by creating frictions between America 
and its still empire-laden allies. American history contains its quota of 
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past manifestations of an ''imperialistic ^ national spirit inconsistent 
with any claim to complete innocence in this matter, and owing nothing 
to any feudal inheritance, of which this country has none. The record 
of our treatment of the American Indians, and our aggressive wars with 
other countries (e.g., Mexico) in the course of our expansion over 
what is now our continental domain, shows that our nation was long 
inspired by a sense of its "manifest destiny ' to gain control of and 
spread over this vast territory, and did not allow itself to be much in- 
hibited by humane consideration for the rights of others; in other words, 
the record shows that our nation had a good deal of the "imperialistic ^ 
spirit. And later on we took Cuba and the Philippines away from Spain, 
and became in the strict sense one of the "imperiak^ powers. Nor are 
Latin Americans in general entirely without grounds for their convic- 
tion that our businessmen and national government have often shown 
tendencies to behave "imperialistically’' toward them. In this whole 
American case, of course, the impetus toward imperialistic behavior has 
sprung in the greatest measure from the business ambitions of Ameri- 
cans in general (without regard to any class distinctions), together 
with the popular patriotic urge toward national greatness; though not 
from our economy’s evolution into a domestic-market-restricting "mo- 
nopoly capitalism,” with a consequent growing need for a colonial 
empire as a field for investment of its accumulating surplus capital. 
No feudal inheritance has played here the role that it has played in 
the creations of the old, great empires of the European imperial powers. 
Peoples and national states can be made imperialistic by many kinds of 
causes; but the Communist theory of all imperialism as a unique, neces- 
sary, and vicious product or expression of advanced capitalism is in con- 
flict alike, as I think I have now shown, with the general mass of the 
historical evidence, with rational analysis, and with common sense. 

Yet in the present world situation, the real falsity and absurdity of 
that theory do not seriously reduce its great potency as propaganda, 
on the Communist side, in the underdeveloped countries which were 
until recently or still are parts of the empires of the Western capitalist 
countries, and are full of grievances against the latter which the Com- 
munist regimes exploit with ease. Nor do the ironical aspects of the 
situation do much to alleviate those grievances and the Western handi- 
cap in dealing with those countries. Historically, the latter, when they 
first came under imperial rule by Western powers, generally were 
not and never had been self-conscious nations of free people. They 
had lived under despotisms, native or alien, generally worse or more 
oppressive than the regimes built up by the Western powers, which 
in general gradually improved the conditions of life of the native popu- 
lations, and made them into nations that eventually acquired, from 
contact with Western culture and education, growing desires and more 
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belatedly and slowly growing abilities to become self-governing or in- 
dependent national states. The benefits conferred by the Western ruling 
powers have on the whole outweighed the injuries inflicted by them; 
but the benefits equally with the injuries have stimulated growth of the 
spirit of revolt against and hatred of the Western powers, by teaching 
the native peoples to conceive and desire still greater benefits, and feel 
not grateful for those received but only injured in not receiving greater 
ones. And among the injuries suffered, the worst and most keenly felt 
have been not the cases of degrees of brutal oppression and real eco- 
nomic exploitation of natives by Westerners, but the 'color ' or "race’' 
prejudices and discriminations displayed and practiced by the latter, 
and their general attitudes of haughty superiority. 

Of course the movement toward independence for all these countries 
is both morally right and inevitable; imperialism — of the Western kind 
— is dying, and rightly so. But the now necessary effort by the West, 
in its defense of all free civilization against the Communist menace, to 
hold or gain and hold the friendship of all these underdeveloped coun- 
tries, and aid and speed their evolutions into modernized, prosperous, 
educated, democratic, and strong, free countries, is immensely hampered 
by the lingering hostility toward the West left over from the heyday of 
Western imperialism, and the advantage thereby given to Communist 
propaganda and the lure of the Communist alternative. But I have now 
said all that I need to say on the subject of the Communist part of our 
twentieth-century world and its development over the decades since 
the Russian Revolution, It is time to turn to consideration of the other 
developments which were mentioned near the beginning of this chap- 
ter: the fascist systems which arose before, and brought about, and 
perished in, the Second World War. 

THE NATURE, AND THEORIES OF THE ORIGINS, OF "fASCISm''; 
THE GERMAN CASE AND OTHERS 

Those fascist developments or episodes belong, even more clearly 
than does Communism, in the category of pathological developments; 
they are, as objects of study, of but little interest in themselves, having 
scarcely developed any ideas or realized achievements of any positive 
value or enduring viability. But the world’s inevitable and healthy, 
morally indignant, and finally victorious reaction against them (the 
main ones) in the Second World War; and the various, popular theories 
that arose therein, about the nature and origins or causes of the evils 
they embodied, and what must be done to prevent new, future, similar 
developments anywhere; these things — the reaction against fascism 
and the associated theories about it — ^have had more lasting and sig- 
nificant effects upon other modern intellectual and social movements; 
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and it is mainly in this connection that the following comments may 
be of interest. But any discussion of theories to 'explain'' the fascist 
developments must be preceded by a characterization of them (the lat- 
ter), indicating what is to be "explained." 

A fascist regime, I think it may be said, arises when some large part 
of the people of a nation, confronting what they feel to be, for their 
nation, desperately severe, hardly surmountable crises in its domestic 
and foreign affairs, and intolerably severe internal class or group con- 
flicts unresolvable by reason, compromise, etc., become ready and eager 
to follow and obey an emerging, fanatical, ruthless, and cunning dema- 
gogue "leader" and dictator, who makes himself the voice and instrument 
of the passionate desire of the frustrated multitude for a forcible creation 
or achievement of national unity or solidarity, order, and vigor, and a 
strong assertion and great aggrandizement of national power, which 
relieves or compensates the feelings of individual and group weakness, 
inferiority, and humiliation, or inflates the depressed ego of the average 
individual supporter of the movement by enabling him to feel "great" 
as a member or part and servant of a regenerated, powerful, and glorious 
nation. The ideal of submergence of all otherwise separate, conflicting, 
and frustrated wills in a single, unanimous, collective, "general will" 
of the nation as a unit, expressed and carried out by the hero-leader; 
and the paradoxical achievement of a sense of "freedom" through re- 
nunciation or surrender of all freedom in the ordinary meaning of the 
word — all this is in complete antithesis to the liberal ideal of the fullest 
possible, equal and mutually consistent or adjusted freedoms (in the 
ordinary sense) for all individuals, who as reasonable or moderate and 
social beings achieve all necessary agreement, order, and cooperation 
through voluntary, limited, mutual concessions to each other; and 
who, within the framework of agreed-on rules which limit and impar- 
tially protect the rights of all, may freely differ and compete as rivals 
in all spheres of life, and develop a rich variety of lives, characters, 
outlooks, and achievements. The antithesis in which fascism stands to 
liberalism is in fact far more complete than that in which it stands to 
democracy in the sense of the sovereignty of the will of the majority. 
Any fascist regime is of course opposed to formal, rational, and liberal 
parliamentary democracy; but it always has, requires, seeks, and gains 
mass support — with the aid, it is true, of much manipulation of the 
minds and emotions of the people with irrational propaganda — and it 
expresses and carries out the passionate will of what may well be even 
a large majority, for complete suppression of all hated, dissident minori- 
ties and all internal conflicts and disorders, and achievement of national 
unity, order, vigor, power, and "glory." 

A few more points may be quickly made in further characterization 
of the fascist movements and regimes. Their gross immoralities, or vio- 
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lations of normal humane ethical decencies, are, I think in the main, 
results of the temper of fanatical extremism in the assertion and en- 
forcement of their own horribly twisted but in a sense, at bottom, gen- 
uine kind of ethical or moral idealism. Their ''innovations’' in the 
sphere of political or state institutions — the one-party state or party 
dictatorship and the organization of the ruling party itself under its 
personal dictator-leader and his henchmen; the paramilitary bodies 
serving (helping to enforce) the will of the party and its boss, the 
propaganda machinery and methods, the system of secret and political 
policemen, spies, or informers, prison camps, and tortures, and the 
denial to accused persons of any judicially protected legal rights; and 
"totalitarian" extension of this "state's" authority over all aspects of 
life — these features are really only adaptations of the ancient devices 
of all absolute despotisms, or of those of Communism. And on the 
economic side, the fascist mode of organization and control of a na- 
tional economy, to make all economic activities subservient to "national" 
ends as determined by the ruling group, and to ensure subordination 
of all private ends or interests to those — through the imposed social- 
economic structure of the "corporative state" with its organizations of 
the industries and occupational groups, controlling their members and 
controlled by the state — all this may be said to represent an effort to 
revive a mediaeval pattern and adapt it to modern conditions. 

On its face, and to a certain extent in reality, this kind of social- 
economic order differs from the Communist system, in leaving private 
property rights and property incomes intact in a sense; and so it appears 
to preserve private "capitalism" as opposed to Communism or any form 
of true, thoroughgoing socialism. But the extreme restrictions of all 
private economic freedoms, the subjection of the management of all 
properties and enterprises, and decisions on the uses of incomes and 
resources, to arbitrary control by state authorities, who are not bound 
by any fixed or reliable body of law but make and change and enforce 
their ad hoc rules as they see fit; all this takes most of the meaning, 
reality, or substance out of private property and business rights, and 
makes the contrast with Communism or authoritarian socialism more 
nominal than real. Yet there is a different point of real contrast both 
with Communism and with free or liberal private capitalism, i.e., a 
lack of the effective, concentrated drive toward, and systematic provi- 
sions for, progressive economic development and high economic effi- 
ciency, which in different forms are present in both of the other systems. 
The economic theories and policies typical of fascist systems can scarcely 
interest economists as such, for they have almost no consistency or 
rationality from an economic point of view. The essential aims of fascist 
regimes are not economic — to cause the resources and productive ener- 
gies of the people to be used or applied as efficiently as possible for the 
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sake of abundant, all-around satisfaction of all their ordinary human 
wants — but are really non- or extraeconomic, political, military, and 
sociocultural aims — to make the economy or system of all economic 
activities and resource-uses subservient to the state machine and its 
military machine and the vague, variable ends pursued by the authori- 
ties in the name of the national will to power and grandeur. 

Now as I have said, we may find it more rewarding to consider mainly 
not the detailed ideas and features of the fascist movements and regimes 
themselves, but the question of the origins or causes of their evolutions, 
characters, and deeds, and the kinds of answers to this question which 
became prevalent in different non- or antifascist quarters during and 
after the Second World War. And in this general connection it seems 
best to consider and get out of the way, first, certain views about the 
special case of the German Nazi or 'national socialist'' movement and 
regime and its development, nature, over-all significance, and deeds, 
including the external aggressions which were the main immediate 
causes of the war. For although fascism in the original and strict sense 
was Italian, and the Nazi phenomenon was different in some ways or 
had uniquely German features, and of course every instance of this 
general kind of development has borne the special marks of its own 
special milieu and origins; the uniquely great importance of the German 
case and the world's reactions to it led to a widespread special interest 
in it and conflict of views specifically about it, which it may be well to 
examine briefly, before we take up the general question about all de- 
velopments of this type. 

The Nazi movement, as we know, arose in a deeply wounded and 
disturbed Germany, ridden by unmanageable problems, crises, and 
internal divisions. The state of the nation and its problems were due 
to the combined results of: the nation's defeat and humiliation in the 
First World War, the postwar .settlement or Versailles Treaty with its 
punitive reparations clauses, the Kaiser's abdication and exile and the 
replacement of the country's previous regime by the Weimar Republic, 
the latter's failure to win and hold the full loyal support of the entire 
nation, the destructive extreme inflation of the 1920s, and then the 
Great Depression. Rising in that situation, the frenzied and violent 
Nazi movement under Hitler's leadership attained power, with the aid 
of some much more respectable conservative nationalists, some big busi- 
nessmen or financiers and industrialists, the deceived senile President, 
General von Hindenburg, and the millions of distressed and angry "little" 
people who made up the rank and file of the movement itself, all the 
criminal elements which rose to power in and with it, and a passive, 
acquiescent, general population. And having attained power, the lead- 
ers of the movement — Hitler and his aides — while at first putting into 
effect a few somewhat constructive measures to alleviate the depression, 
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unemployment, etc., and thus win wider popular support, at the same 
time imposed on the country a totally ruthless and unscrupulous des- 
potism. They manipulated the national mind with a flood of insane 
propaganda into a mood of violent hatred of the Jews and all different, 
disliked, and possibly disloyal, and convenient-as-scapegoat, domestic 
minority groups, and hatred also of foreign nations; and then they 
embarked on the external aggressions to revenge and reverse the defeat 
of 1918, enlarge the ‘diving space’’ of the German people, and expand 
the nation’s and regime’s power in the world as far as possible — ^which 
precipitated World War IL 

Now it is of some interest to consider and try to evaluate with com- 
mon sense the diverse theories about the supposed causation of that 
entire development, which became popular in different quarters during 
and after the war. To some non-German and (for various historic rea- 
sons) easily anti-German, European, English, and American minds, 
the matter presented hardly any problem; their conviction was that all 
this mass of horror was simply the newest and worst-yet manifestation 
of an old and constant, evil, German national character; aversion in 
the German people to the individual political responsibilities entailed 
by freedom and democracy, German love of order and regimentation 
and readiness to submit to any German despotism that would inflate 
the average German’s ego, and German militarism and love of war and 
ruthless imposition of German power upon other countries. Even some 
scholars and intellectuals, philosophers, political theorists, intellectual 
historians, etc., have more or less fully embraced this “theory,” and 
pointed to various old writings influential in the history of Germany’s 
intellectual life and culture, as alleged expressions and reinforcements 
of that alleged evil national character: some early-nineteenth-century 
expressions of old German Romanticism — exaltations of passion and 
visionary dream-thinking as productive of a higher wisdom and nobler 
way of life than could result from adherence to common sense and 
sober, rational, mental life; and elements of Hegelian and other German 
political philosophies, exalting the state above its human subjects and 
above all obligations to conform to ethical or moral standards, i.e., justi- 
fications of realfolhik or amoral “political realism”; and other old ideas 
long widely influential in Germany, all said to exhibit the same national 
tendencies most fully realized in the mental life and behavior of the 
Nazis. 

Now I don’t think it is possible either to accept this line of thought 
in answer to the question before us as wholly true and the whole truth, 
or to dismiss it entirely or be sure that there is nothing in it. A “national 
character,” if there is a reality corresponding to this concept, is in every 
or any case and certainly in the German case a vague, elusive, and very 
complex and not wholly permanent, stable, or unchangeable affair, full 
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at any time of very many diverse and mutually contradictory elements 
and as yet unrealized potentialities, and highly mutable or variable as a 
whole through long periods of time. For it is made up only partly of 
the diverse biologically hereditary or 'hnnate’' characters or sets of 
character traits or dispositions of the many elements of the national 
population, of which some in some and others in other periods may 
exert the predominant influence on the 'national’^ behavior. It consists 
in another important part (at any time) merely of a mass of habits, 
traditions, customs, beliefs, and attitudes, formed under the influence 
of temporal, environmental conditions and historical events and ex- 
periences. And although all these elements, once formed, may have 
much durability, persistence, inertia, or momentum, they are certainly 
subject to eventual changes consequent upon those of the causal factors 
responsible for them. Historians know that over recent centuries, the 
at different times apparent and reputed ''characters'' of all the Western 
nations, severally, have changed repeatedly and greatly; and the notion 
of a really fixed, immutable, simple, definite, and wholly evil German 
national character is a product or unjust, "fanatical," wartime enmity, 
which cannot stand up under either rational or historical examination. 
At the same time, a nation can be or become and long remain espe- 
cially difficult for other nations to trust or live with, and the needed 
reformation of the national character can be a profound affair not 
capable of rapid or easy achievement; and this I think has been true in 
the case of modem Germany. 

The Nazi episode, then, was to some extent an outgrowth from fairly 
old and durable elements of the German national character and "spirit," 
and the resulting, somewhat special reactions of some large percentage 
of the German people to the events and conditions that plagued them 
and their country in the period just before and during the rise to power 
of Hitler and his party. In a sense the opposite, one-sided, partial, over- 
simple "theory" to the one just considered is that which sought to 
explain (and excuse) the entire episode as merely the natural, inevitable 
result of the events and conditions of that period in German history 
— the outcome of the First World War and the harsh Versailles treaty, 
the inflation, the depression, and so on. Here again, while these "causes" 
undoubtedly played an important contributory part or role, and would 
or could have produced severe disturbances and drastic political changes 
of some sort in any nation had it been subjected to them; it is wrong I 
think to deny the responsibility or guilt of the German people (the 
predominant or mainly influential part of them) for the specific reac- 
tions to their provocations which produced the Nazi movement and 
its triumph, character, and deeds, and World War Two. The entire 
outcome was a joint result of the German "character" in its then exist- 
ing state or stage of evolution, and the conditions and events or stimuli 
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that impinged upon it, and cannot be validly imputed to either set of 
causes alone. But I now turn to consideration of still another and again 
quite different “theory,” about not only this German case or the Nazi 
development hut all the so-called “fascist” developments, which is of 
even greater interest for our purpose here. 

I refer now to the “theory,” widely popularized during and after or 
since the war by all leftward-leaning commentators, to the effect that 
the Nazi development and all the fascist developments could be under- 
stood simply as results of the efforts of “right wing” or “reactionary” 
big capitalist or business groups to protect their own interests and posi- 
tions from the menaces of Communism and all socialism and social- 
reform movements, by setting up or embracing and supporting 
dictatorial or authoritarian regimes amenable to their control and fa- 
vorable to them, and suppressing democracy and all civil liberties, and 
redirecting toward or against other “safe” targets, the popular discontents 
and angers underlying the feared “radical” movements. In its most 
extreme, clear-cut, and simple form, this has been from the outset and 
remains Communism’s theory of or about this other, opposed or rival 
kind of aggressive, totalitarian despotism — fascism — at once enemy 
and twin in some ways to Communism itself. But also in other slightly 
differing, looser versions — generally without the Communist insistence 
on the absolute “inevitability” of the trend to fascism in all “capitalist” 
countries as their deteriorating “capitalisms” approach the verge of the 
Marxist revolution — substantially or nearly this same theory has been 
espoused by most socialists and anticapitalist liberals, or adherents of 
any of the various political groups making up “the non-Communist 
left.” 

Now it is true that in the developments of the fascist movements and 
regimes, generally, roles of considerable importance have been played 
by alarmed business groups which, out of their fears and hatreds of 
really or supposedly impending socialistic revolutions in their coun- 
tries, or of political trends viewed as intolerable from their standpoints, 
have gone into action as financial and political supporters of the fascist 
movements, when the latter came to seem to them their only possible 
“saviors,” or when all the alternatives looked worse to them from their 
points of view. And I do not wish to say anything here that would seem 
to minimize or in any measure excuse the parts played by such business 
groups or interests, afflicted with cowardice, myopia, and utter selfish- 
ness, in helping those evil and disastrous movements into power. But 
I think it is an untenable, extreme oversimplification of the facts to 
regard the businessmen and groups concerned as in all or any of these 
cases the sole important prime movers, and attribute all that occurred 
to them; and it is a wholly unwarranted extrapolation to suppose that 
tendencies to engender and support fascist movements are universally 
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or generally inherent in all capitalist societies and classes, and sure or 
likely to appear everywhere if and when the latter come to feel severely 
threatened politically. The real fascist systems have been ^'capitalist'^ 
or 'precapitalist’' only in a very limited, relative degree or highly quali- 
fied sense — not systems that businessmen as such could ever be entirely 
happy with. And the complete, real, complex, social and political situa- 
tions causing many of the affected businessmen to choose to support 
such systems in preference to all or any available alternatives have all 
been special situations, of a kind not likely to arise universally in the 
world, simply from or in the development of capitalism and of political 
movements to subvert or modify it. 

I think it is a fact and a very significant fact that all countries which 
have so far had or produced real fascist regimes have been countries 
whose nontypical capitalisms evolved within or amidst extensive and 
important, surrounding, surviving relics of feudalism; countries in 
which the business and middle classes never achieved full spiritual and 
political independence and dignity or learned to stand entirely on their 
own feet, but always tended to lean for support upon the heirs of the 
old, aristocratic, ruling classes and the national governments and state 
bureaucracies; countries that never were fully imbued with the ideals, 
or acquainted through long experience with the values and the condi- 
tions of achievement and successful operation, of liberalism and de- 
mocracy; and countries with intellectual and moral cultures still 
containing, along with modern developments, much in the way of 
decadent survivals of mediaeval ideas and attitudes. Thus all those 
countries, or national societies, have had social class structures and 
interclass relations — traditions of hierarchy, or social stratification not 
simply as to levels of income and wealth but also as to ranks of relative, 
social superiors and inferiors, with the former tending to feel entitled 
to be domineering, and the latter to be allowed only limited rights and 
opportunities — social systems of this antique kind, carried on and pre- 
served from feudal times, more fully than in any of the modern world’s 
more fully modern capitalistic and democratic countries. Now as mod- 
ern developments of industrial capitalism went on within such societies, 
there naturally grew up in them also, both especially radical, revolu- 
tionary, and militant labor and socialist and communist movements, 
and reactionary-authoritarian responses to them; and in the lower- 
middle classes, hatreds of both big business and big labor and demands 
for national-state control of both, compulsory cooperation of all for 
common national ends, and suppression of all the conflicts of class and 
sectional and private interests. In short, the fascist developments have 
occurred in national societies sufficiently far advanced on the way to 
becoming fully modern capitalistic and democratic countries, to escape 
the fate of becoming Communist countries, but still in some ways suffi- 
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ciently ''backward'’ in that sense to fall victims, instead, to this other 
half-similar kind of ruthless despotism. But now let us drop this subject, 
and turn to consideration, in the next chapter, of the two modern move- 
ments or trends which alone are really important within the Western, 
long fully modern capitalistic and democratic countries: democratic 
socialism, and the modern revised liberalism that is groping vaguely 
for its goals and methods in the middle ground between socialism and 
the laissez-faire tradition of the older classical liberalism. 



CHAPTER 


The Mid-'twentieth-'century Worlds 
Ideologies, Regimes, and Conflicts: 
Democratic Socialism and 
Interventionist Liberalism 


THE SOCIALIST AS COMPARED WITH THE CLASSICAL, LIBERAL 

outlook; and the utopian, Marxian, and 

MODERN VARIETIES OF THE FORMER 

It is a relief to turn our attention away from the nightmare of fascism, 
and the frighteningly efficient inhumanity of Communism, to the 
entirely ethically decent or civilized, and relatively rational, though I 
think mistaken beliefs, ideals, and program of the modem Western, 
democratic socialists. Though I cannot here survey this in any detail, a 
few things must be said about the historical background — the history 
of socialist thought and movements from the early nineteenth century 
to the present — to bring into view the main constant and variable ele- 
ments and the general trend of the still on-going evolution of the pattern 
of socialist thought and practice. As I said in an earlier chapter, the 
philosophy of socialism and that of the classical liberalism alike had 
their origins chiefly in the eighteenth-century Enlightenment, and 
have always had a good deal in common, really, as regards their ultimate 
objectives. The opposition between them has been chiefly as to means 
or methods. There has been the liberal eflfort to limit, narrowly, the role 
of the state and of all organized collective action, and to rely mainly 
on the competitive market mechanism as a ^^harmonizer ^ of the ''self- 
interests'’ of all individuals. And in contrast, the socialist effort has 
been to make the democratic state or community the vehicle of fully 
organized cooperation among all in the direct service of their common 
welfare. The common central aim — of the liberals no less than of the 
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socialists — has been to make the activities of all members of society, 
through all their consequences, as far as possible, never injurious and 
always maximally beneficial to the common welfare of them all And 
they have sought to achieve this through (i) the functioning of in- 
stitutions designed and developed for this purpose through free public 
discussion and agreements, and (2) the voluntary actions of all in- 
dividuals within the framework of those institutions. But the two phi- 
losophies have always had somewhat different ideas of the meaning 
or the contents of “the common welfare,'' and radically different ideas 
of the character of the required scheme of institutions. 

The classical liberalism has always had or involved, as compared with 
socialism, not less concern for, hut a more limited, less all-inclusive 
conception of that “common welfare," which all should be concerned 
to protect, contribute to, and enhance or maximize. For a basic element 
of liberal thought has been its stress upon the diversity of the minds, 
characters, desires, and abilities of different human individuals, and 
the legitimacy and importance of much freedom for everyone to develop 
and realize, to the extent of his abilities, his own independent, individ- 
ual vision of the good life, though subject to the obligation to make 
that consistent with the necessary public order in the community and 
the equal rights or freedoms, of the same kind, of its other members. 
Hence the liberal conception of “the common welfare" has included, 
not by any means all of everyone's, or anyone's, complete “welfare," 
but only the truly common, basic essentials or prerequisites of the differ- 
ing “welfares" sought by all severally; i.e., the necessary freedoms, op- 
portunities, minimal initial means or resources, educations, etc., 
required to enable all severally to achieve by their own efforts and re- 
warded services to each other, the kinds and amounts of “welfare" 
suited to their widely differing individual natures, desires, and abilities. 
It would be unfair to socialist thought to suggest that it necessarily or 
generally goes all the way to the other pole, and thinks of “the common 
welfare" as a uniform or standardized, complete “welfare" to be de- 
livered or guaranteed to all alike by the entire community; but it does 
I think tend to go much farther in this direction than liberal thought 
can go with it. 

But the other major difference and issue is only in part a result of 
that one, and concerns the choice or question of the kind of institutional 
set-up best suited as means to the ends of the social order. The classical 
liberalism envisioned as the main part of the best set-up, a system of 
“free," private, producing enterprises and consuming households, and 
open, free, or competitive markets, with a high mobility of all into the 
fields of their best opportunities, and a general maximization by every- 
one of his private gains and satisfactions, through maximization of his 
services to others in the markets. And it wanted so to restrict the roles 
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of the state, and (even more) of all large groups organized for collective 
action, that the former would concentrate mainly on and fully accom- 
plish its main task of preventing (with legal prohibitions and deterrent 
penalties) all or any acquisition of private gains through actions either 
injurious to the public or to anyone, or not rendering beneficial services 
commensurate with the gains acquired. But socialist thought has been 
always hostile to these ideas of the economy of private enterprises and 
competitive markets and the merely or mainly 'policeman’' state. It has 
always insisted that people and their activities could not be made ade- 
quately "social,” or contributory to the common welfare, by anything 
less than common or collective ownership and management of all or 
most substantial wealth, resources, or "means of production,” and 
entire replacement of competition by fully organized and planned, 
deliberate cooperation among all for the common good of all, and a 
more or less egalitarian, not market-regulated, distribution of economic 
output or income to or among all the people. 

To the socialists, the classical economic-liberal vision of the liberal 
"capitalist” economy of free private enterprises, competitive markets, 
and so on, has seemed nothing more or other than a highly unrealistic, 
"prettified,” false portrait of evil "capitalism” — their enemy and the 
antithesis of their own to-be-realized ideal, socialism. That the ideal 
conception of the special liberal form of "capitalism” could be taken 
seriously as something potentially realizable in practice through ade- 
quate reform eflForts directed to this end, and something which if real- 
ized would be quite different from unregenerate, ordinary "capitalism,” 
has seemed to socialists no more than a silly illusion. But I think some 
deeply foolish illusions of their own have been the bases of both their 
unshakable belief in the uncurable, total depravity — unsocial and anti- 
social, "greedy’^ nature — of all capitalism, and their dream of replacing 
it in time entirely with their radically different alternative, socialism. 
One of their basic illusions has been the belief that only acts of "labor” 
are productive — that "capitalists” or saver-investors, private owners, 
and active businessmen in their roles as such do not produce or con- 
tribute anything, but acquire their incomes entirely by "exploiting” 
the hired "workers” who alone produce all wealth. 

Another basic socialist illusion is the belief that the institution of 
private property and the resulting unequal distribution of wealth — 
ownership of most of society’s wealth by the minority of its members 
and ownership by the majority of nothing or little beyond their abilities 
to work — that this is the source and the only possible important source 
of power in the hands of some (the rich) to oppress and exploit others 
(the poor), and of all the main conflicts within society. In other words, 
there has been the notion that if only all the people collectively or 
jointly owned all important wealth — and the state managed the econ- 
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omy, i.e., the government or group in office and power at any time 
controlled the jobs and livelihoods of all the people? — there would be 
no problem or possibility of oppression through concentration and 
abuse of power (!), and no serious disputes or conflicts within such a 
society (!). And finally, there have been the illusions involved in con- 
ceiving all economic competition as simply and necessarily the full 
opposite of cooperation — as meaning wholly un- and antisocial, all-out 
strife or the ^Var among alF^ — and never considering competition in 
its other aspect as the opposite, only, of monopoly, i.e., as meaning for 
everyone a multiplicity of alternative opportunities for him to choose 
among, and hence no subjection to any one center of unchecked power. 
Thus the socialists rejected as absurd or impossible of realization the 
liberal ideal of an ethically restrained or tempered competition among 
all which would mean only a full system of checks and balances, dis- 
persing and neutralizing all potentially oppressive powers, and would 
be consistent and combined with an adequate cooperation among all 
as producers and exchangers, through the market, of mutual services, 
and joint supporters of all proper exercises of the state's police powers. 
The socialists have instead cherished a confident belief in the real pos- 
sibility of achieving in the socialist society a pure and perfect coopera- 
tion among all, unmixed with any competition. 

Yet in pointing out as such what seem to me the basic illusions pres- 
ent or involved in all socialist thought, I do not mean to characterize it 
as a pure mass of illusions only, or immediately dismiss all its diverse, 
historic, and modern fonns as entirely devoid of real insights or wisdom, 
and worth no further serious discussion. In the main, different, general 
phases of its long evolution, the socialist ideology has I think embodied 
different, and differently mixed, attractive and (other) not so attractive 
features. It may seem injurious to the modern, sober, democratic social- 
ism, which it is my ultimate purpose here to illuminate in a measure, 
to compare it with the early, pre-Marxian, utopian socialisms of Fourier, 
Owen, and the rest, and indeed the differences, of course, are great; 
but I do not think they are all entirely in favor of the modern product, 
or that the similarities are entirely to the discredit of either. The early 
utopian dreams were that — extremely visionary and impractical — ^but 
they did express some very attractive, noble, generous, humane-ideal- 
istic, high, or fine aspirations. And they were in one respect set far 
apart from all modern socialism — i.e., from both Communism and 
modern democratic socialism — by a very important, distinctive trait 
which I think deserves high admiration in one sense, even though it 
was this above all which made them utopian, i.e., impractical or un- 
realistic. To state this point first in its negative aspect, those early Uto- 
pians did not advocate any form of state, or statist socialism, transferring 
the ownership of all important wealth to national states, and control 
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or management of the national economies to national governments; 
whereas modern socialists are stuck with that program and its liabili- 
ties, or are obliged to stand for only partial or fractional socialism or a 
^ mixed economy'' retaining much capitalistic private enterprise, if they 
don't want to make the state omnipotent. 

The more attractive, but impractical, early utopian dreams were of 
a world of countless small, autonomous, voluntary, local communities 
and/or associations of productive workers, with the members of each 
community or association pooling or uniting all their assets and agreeing 
to live and work together in accordance with a jointly worked out, ideal 
plan, each member giving his best service to the group and all sharing 
the results or benefits according to their needs. Nation-states and their 
governments would do no more than before the change, and perhaps 
even in time go out of existence when, as many of these early vision- 
aries thought, the ending of all poverty and discontent and quarrels 
over property etc., would end the need for coercive government, or 
bring about a universal, purely voluntary, perfect, happy cooperation 
within all the small, ideal communities and producers' cooperatives, 
and among them all. In becoming more realistic and practical, socialists 
have had to abandon that fantasy and turn to statism or statist socialism; 
but this is a comedown and has its drawbacks, as they are coming to 
realize — of this more later. But finally, in spite of that great contrast, 
modern democratic socialism has one very important, praiseworthy 
feature in common with the early utopian variety, which sets them 
both apart from all the strict followers of Marx, who played his big 
role in the intermediate period immediately after that of the Utopians 
and before the rise of the modern socialism we are speaking of, and has 
since been resurrected and exceeded on his own worst lines by the 
modern Communists. 

What I speak of now as the un-Marxian merit common to the early 
Utopians and the modern democratic socialists is this: adherence to the 
simple, straightforward plan or method of trying to formulate or spell 
out the vision of the movement's goal — the to-be-realized, good, social- 
ist society — as fully and clearly as possible, and to persuade as many 
people as possible, with rational arguments, to decide in favor of it 
and become workers for its gradual, progressive, peaceful realization. 
Marx, in his effort to make socialist thought about the effective way 
to attain the goal ''scientific" or realistic instead of utopian, led his fol- 
lowers onto a wrong and disastrous path, with his dogmas that the 
economic circumstances and class interests of the different social classes 
in "capitalist" societies determine their points of view and make them 
impervious to rational persuasion which cannot reach across the gulf 
between them. In consequence, the socialists would have first to await 
the fulfillment of his prophecies, i.e., wait for the long, automatic evolu- 
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tion and deterioration of '^capitalism^' and intensification of mass pov- 
erty which would turn ''the masses'' into an army of militant socialists 
and weaken the capitalists and their system to the point of final collapse 
of the latter. The socialists would then destroy the collapsed enemy in 
a violent revolution, and build up the new socialist society with, in the 
early stages, as much coercion of the people hy the new rulers as would 
still be necessary. What, above all, makes the modern democratic so- 
cialists in a vital way unlike the strict Marxists, and more like the early 
Utopians, is the fact that, although they now assign the major role to 
their national states and not to thousands or millions of independent 
small communities and associations, they have recovered or returned 
to full faith in or reliance on rational persuasion, or the method of 
achieving socialism entirely through free and honest public discussion 
and majority agreement. 

THE FABIANS AND ENGLISH SOCIALISM 

The first important creators of modern socialism on this basis, in 
the period following that of the first flood tide of Marxist influence, 
were the English "Fabian" socialists — a small group of middle-class in- 
tellectuals led by Sidney and Beatrice Webb, George Bernard Shaw, 
and others, who flourished in the last decades of the nineteenth century 
and poured out a great mass of attractive, informed, and reasoned essays, 
articles, books, and lectures, and in spite of their small numbers greatly 
influenced a large part of the English public.^ Their simple social 
philosophy was little more than a new, quite logical development of 
Benthamism or utilitarianism: democratic, rational planning, legisla- 
tion, and administration to reshape the nation's social order, bit by bit, 
into the realization of a new design which would bring about "the 
greatest happiness of the greatest number"; and public ownership and 
efficient operation and expansion of the nation's assets and economy, 
and a new, more equal distribution of all goods and services which 
would ensure the economic and general welfare of all the people, Basic 
in their outlook was belief in the inevitable on-going progress of de- 
mocracy — an evolutionary process then already well advanced in Eng- 
land and much of the Western world and destined, they thought, to 
occur and triumph everywhere eventually — the progress of democracy 
to full self-realization in states that would be the ideally competent, 
efiicient, rational, ethical, and reliable agents or servants of all the 

^ The reader can easily acquire a good idea of what the ^Tabian^’ socialists and 
their ideas were like by reading the old, quite readable and interesting, small book 
of essays by leading members of the group: Fahian Essays in Socialism, 1931 ed. 
(London: Fabian Society, 1931); or 1948 ed. (London: George Allen and 
Unwin, Ltd., 1948). 
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people in them, or agencies to which the latter would, voluntarily and 
with happy results, entrust the management of their assets and econo- 
mies, for the general and equal benefit of all of them. The gradual 
achievement of democratic socialism would simply complete or perfect 
the achievement of democracy. The Fabians were full of what I think 
was a much too optimistic faith in the possibility of entirely rational, 
democratic governmental management of all economic activities, re- 
sources, and affairs for the equal benefit of all the people. 

Some fairly sound, substantial pieces of research were carried out, 
by the Webbs and a few other leading members of the group, into 
such matters as the layouts of data relevant to, and the problems of, 
industrial management of some particular enterprises thought to be 
suitable for early transference into local or national public ownership 
and operation. Much study and thought were given to problems of 
governmental administrative organization and programing for the proper 
handling of socialist enterprises. But the Fabians had only a superficial 
knowledge and understanding of economics; in this one of the fields of 
inquiry of crucial importance for their purposes, their intellectual 
attainments were much too limited. Their principal and best ^^econo- 
mist’' was the playwright George Bernard Shaw. With his first-rate 
intelligence, he acquainted himself to some extent with the works and 
ideas of Jevons and other eminent, contemporary English professional 
economists, and accepted their leading ideas, understood them reasona- 
bly well, and employed them in his own thinking and writing with 
some effectiveness.^ Taking nothing from Marx but a little from Ri- 
cardo (chiefly the latter’s theory of land-rent) and the ^'marginal- 
utility theory of value” from Jevons, Shaw produced some eclectic, 
sketchy, and superficial economic theory for the Fabians, as a minor 
part of their equipment. In the "marginal-utility theory of value” and 
the associated idea that as peoples’ incomes increase the importance to 
them of adding new increments to their incomes diminishes, Shaw 
thought he found solid support for his absolute egalitarian belief that 
justice and economy alike required a complete equalization of all family 
incomes. To him, the extreme inequality of income-distribution under 
capitalism entailed immense waste in the sense that resources and 
productive efforts needed to satisfy the urgent, vital needs of the many 
poor people were instead devoted to sating all including the most trivial 
wants or whims of the rich. 

At the same time another part of this Shavian economics was in- 
debted to Ricardo and/or the American reformer and amateur economist 

^ A good idea of G. B. Shawls ^^economics^^ can be gained by reading his — of 
course readable and interesting, and oddly or perversely titled — ^book: The In- 
telligent Woman's Guide to Socialism and Cafitalism (London: Constable & Co., 
Ltd., 1930)- 
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Henry George, who visited in England with the Fabians and impressed 
and influenced them considerably, though Henry George himself was 
no socialist and the idea they took from him had to be transformed or 
extended in their hands to make it a part of their socialist creed. The 
basic C'Georgeist’’ and Ricardian) idea in question was that all land- 
rent incomes (net over and above due compensation of the landowners 
receiving them, for all improvements added to their lands by their 
labors or investments) were incomes engendered not by any productive 
services on the parts of the landowners, but solely by all social progress, 
growth of the world’s and every country’s population and wealth and 
demands and needs for the use of scarce, well-located, and good land, 
and the consequent, ever-growing power of private owners of the latter 
to charge and get rising payments of rent for rights to use it. This ap- 
peared to Henry George and to the Fabians to be a proof that private 
ownership of land and the resulting private appropriation of its rent- 
yields (created by and rising with all social-economic growth and prog- 
ress) was profoundly unjust and contrary to good social economy; all 
'economic rent” of land should be taken by the state — through George’s 
"single tax” or the nationalization of all land, which would both amount 
to the same thing — and used for public purposes, for the benefit of all 
the people. 

Henry George held this view about land-rent only, but Shaw and 
the Fabians went beyond him and took the same or a similar view, also, 
of the interest or profit income-yields of all real capital or producers’ 
goods (buildings, industrial plants, machines, etc.). Not only landlords 
but all capitalists appeared to them to be simply property owners "levy- 
ing tribute” upon society for the uses or productive services of what 
under existing law were their properties; without themselves, as persons, 
performing or rendering any productive services, or in that sense 
earning the incomes created for them simply by society’s demands and 
needs for, and the limited supplies of, all the goods and services pro- 
ducible only through uses of the means of production owned by them. 
That the required acts of saving and investing, which bring about pro- 
duction of new means of production (other than land) or increase the 
supplies of them and thus increase a society’s or economy’s productivity, 
are productive services on the parts of capitalists (other than landlords 
as such) through which they do earn their interest or profit-incomes 
in a sense or way in which economic land-rent incomes are not earned 
by their recipients — this view or distinction, implicit in Ricardo’s and 
explicit in Henry George’s thought, made no impression on Shaw and 
the other Fabian socialists. In their view all property incomes were like 
land-rents, unearned, or created solely by the public’s demands and by 
scarcities, and all ought to be redistributed to the entire public through 
public ownership of all means of production. Thus in spite of their 
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initial adoption of not the Marxian 'labor theory ^ but instead the 
Jevonian "marginal-utility” theory of value, in the end they reached 
virtually the same position to which the former would have led them. 

About a problem in another field, Shaw had already proposed what 
long afterward in fact became the English Socialist way of financing 
gradual, one-at-a-time nationalization of the ownership of the country's 
industries, with fair compensation to the former private owners at each 
step or in each case, and yet with the eventual result of nationalizing, 
finally, not only the particular industries but all once private capital. 
The state would need only to use, and gradually increase the rates of, 
progressive income and inheritance taxation, and use part of the pro- 
ceeds or revenues to buy up one industry after another. Presumably, 
in the more advanced stages of this process, the state's profits or net 
revenues from the already nationalized industries would take the place 
of the earlier tax revenues from them or their then private owners. In 
this way, while the state in taking over each industry from the capital- 
ists who previously owned it would at the time pay them its market 
value and thus still leave them in possession of their capital, which 
they might reinvest in the still private sector; still, over time the con- 
tinual rise of the tax rates would reduce, eventually to zero, the amount 
of private-capital wealth remaining in the nation. 

That when this ingenious or devilish scheme became established 
and understood, it might operate to drive English private capital abroad, 
and reduce the incentives of the capitalists and businessmen in the 
still private sector to keep up and enhance the efficiency of the enter- 
prises soon to be nationalized — these obvious objections to the scheme 
were not met or discussed by Shaw, and I think have not been by later 
English Socialists since they began, in effect though perhaps without a 
clear, conscious intention, to put the scheme into practice. Nor is it 
only with regard to the economic consequences of such a process of 
gradual nationalization that Shaw displayed, and most English Social- 
ists have displayed, incompetence in economic analysis. With regard 
also to the requisite method and conditions of economically efficient 
planning in a socialized or nationalized economy — the latter's need to 
have and use a real system of markets and market prices in order to be 
able to compute or measure and compare the costs and benefits of using 
labor and resources in different ways, and achieve the most efficient set 
or pattern of uses of them, throughout the economy — with regard to 
this whole vital matter, Shaw in spite of his glimpses into neo-classical 
economic theory showed no awareness, and most English Socialists 
have continued to show at most very little awareness, of the problem 
or the mass of problems in this field. The Fabians were informed and 
intelligent in most other fields important for their purpose, but weak in 
economics. However, they made socialism respectable in England, or 
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accustomed the English public to regard it not with fear and horror but 
as a very interesting, attractive, reasonable, and perhaps desirable goal 
and program. 

Of course the Fabians did not alone, however, create all modern 
English socialism, though they made a major contribution to it. Other 
earlier contributions had been made even long before their time by 
various developments of thought and effort in diverse quarters within 
the country: Owenism, Chartism, the vague ''Christian socialism’' of 
Kingsley and a few others in the Anglican clergy, and the human- 
brotherhood ethical fervor of the Methodist movement, to name only 
these. And in the same period with the Fabians there were two or 
three other, less important, little socialist societies of (as with the Fa- 
bians) mostly middle-class intellectuals. Marxism has never had much 
strength in England but has never been entirely without any adherents 
or influence among English socialists. Not the whole Marxist creed in 
its full orthodox complexity and rigor but a few elements or notes picked 
out of it, and modified or moderated more or less and blended in with 
other more dominant ideas or views of other kinds alien to it, have 
played a fairly important role in the general development of the English 
movement. But what has in the long run perhaps counted for as much 
as or more than the special work and ideas of the Fabians, and all simi- 
lar groups, has been the largely independent, spontaneous growth of 
socialistic sentiments, ideas, and attitudes within the ranks of the Eng- 
lish labor or trade-union movement, with which the Fabians and their 
peers in their time had little or no contact. By no means all Eng- 
lish wage-earning industrial workers and members of their big and 
strong labor unions ever have been or become socialists, nor have all the 
leaders of the unions ever embraced the socialist outlook and program. 
But socialist convictions and ardors have for generations had a great and 
growing prevalence within many unions and throughout a great part of 
the country’s wage-earning population — a prevalence in strong con- 
trast with the almost negligible degree of influence of anything like a 
socialistic outlook in the American labor movement. 

It would be easy, but would take us too far afield here, to explain 
that contrast as a result of the differences between the United States 
and Great Britain, as to what have been the social structures of and tra- 
ditions in the two societies, social-class divisions and barriers and inter- 
class relations, economic conditions and the opportunities of wage 
earners and their children, and so on. Many features of the British so- 
cial-and-economic structure and its functioning and evolution, in the 
late nineteenth and early twentieth centuries, worked to turn most or 
very many British wage earners into socialists. Yet at the same time the 
highly successful, loyalty-of-all-inspiring development of the modern 
British democratic state or political and governmental system, the growth 
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of great political power in the hands of the wage-earning part of the 
electorate, and the wide prevalence of generous sympathies with labor 
in the country's middle and upper classes, have all worked to make the 
socialism of its socialistic wage earners nonrevolutionary. Instead it has 
been a confident and patient, gradualistic, moderate, democratic-politi- 
cal affair of working through (without wanting to change) the exist- 
ing political and governmental system to transform the social-and-eco- 
nomic order in the socialist direction. In short, although this working- 
class socialism has had its own independent roots and growth, apart from 
the measure of influence exerted by the middle-class intellectual social- 
ism of the early 'Tabians," the former in its own way has developed 
and retained a character in broad agreement with that of the latter, and 
has therefore been more easily and largely influenced by the latter than 
one might suppose. 

The story of the rise and growth, composition and organization, etc., 
of the modem British Labor party — officially and predominantly a so- 
cialist political party with a mainly working-class but partly middle- 
class membership — can and must be omitted here. I will say a little at 
a later point about the most recent development and changes of that 
party's program, achievements, and ideology. But here for the mo- 
ment I must turn aside from the entire special history of British social- 
ism to touch on the modern (recent) evolution of most central, north- 
ern, and western Continental European socialism — in spite of continuing 
or lingering, nominal adherence to its Marxian traditions — away from 
real adherence to Marxian orthodoxy and into varieties of a moderate 
liberal-democratic socialism essentially or broadly like the English 
variety, although independent of that and never much influenced by it. 
The development of British socialism, only minimally influenced at 
any time by Marx and always mainly a very un-Marxian, native British 
affair, has been unique; it has been a very important and complex, 
special development, needing and worth the relatively full account of it 
which I have tried to give here. But the story of the development of the 
other kind or kinds of modern democratic socialism from or out of 
Marxist origins or backgrounds, though this has its own fully equal 
importance, can now be described here only very briefly. 

THE 'revisionist'' TREND AWAY FROM MARXIST ORTHODOXY 
IN THE SOCIALIST PARTIES OF ALL WESTERN EUROPE 

This development, with its distinctive features, has been due I think 
to the following factors. The first condition behind it all has been the 
existence of a degree of real ambiguity or ambivalence within Marxism, 
allowing growths of — within limits — diverse interpretations or vari- 
ants of the creed, in different environments. In the second place, im- 
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pelling causes have arisen in the evolutions of all the more successful, 
modern, Western, capitalistic and democratic nations or national so- 
cieties on lines diverging away from those predicted by Marx, and have 
produced, for their initially Marxian socialist movements and parties, 
changing real environments and situations, prevailing popular attitudes 
and desires, and pragmatic political needs or necessities, which have im- 
pelled these parties to develop not the kind of ^^hardening^^ of Marxism 
which modern Communism represents but on the contrary, a progres- 
sive ^'softening’’ of it — at first to and then ultimately far beyond the 
limit, in this direction, of arguable consistency with the real, original 
doctrines of Marx. But finally, in the third place, certain attractions, for 
those brought up in it, of the Marxist intellectual system and 'lan- 
guage,'' have tended to cause professions of adherence, or lip service, 
to it to linger on, even after the real aims and methods of the socialists 
concerned became in fact decidely un-Marxian. 

The entire development can be best illustrated and illuminated 
through a brief account of one crucial episode in the history of the Ger- 
man social democratic party, in the late nineteenth century — the famous 
'revisionist" movement that was led by a man named Bernstein, and 
the background and outcome of this, the hostile reaction to it at the 
time of the party's Marxist leaders, the controversy over it, and its nom- 
inal defeat but eventual victory.^ This affair — which occurred in the 
same period with the work of the early Fabian socialists in England — 
was the most clear-cut and important open outbreak, in any of the Con- 
tinental Marxian-socialist parties, of the kind of trend away from real or 
genuine Marxist orthodoxy which thereafter went on in all of them, on 
lines both parallel with and influenced by the trend in the German 
party, which came thus early and briefly to the surface there, in this 
episode. The official leaders of the German party at that time — Karl 
Kautsky and his fellows — were orthodox Marxists, of their kind; but 
their Marxism already had been subtly modified, somewhat, in the direc- 
tion of becoming relatively moderate, liberal-democratic, and in reality 
more "evolutionary" than "revolutionary." Their own real outlook, in 
other words, was considerably unlike that of the modern Communists; 
by no means, to the same extent, of that grimly visionary and impas- 
sioned flaming character. 

They still clung, in theory, to all the doctrines, and expected eventual 
fulfillment of all the prophecies of Marx, about the on-going deteriora- 
tion and increasingly severe malfunctioning of the capitalist world's 
economic system and societies and civilization, intensifying misery and 

^ Accounts of the ^‘Bernstein revisionist^ movement and controversy in the Ger- 
man Social Democratic party can be found in many different histories of socialist 
thought and movements; there would be little point here in citing any one account 
in particular. 
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increasing militancy of the proletariat, etc. Looking forward, in theory, 
to the future, inevitable and glorious, heroic revolution, they held 
preparation for that to be, in the meantime, the main task of the party 
or movement; and they were rather severely inhibited in the matter of 
working for immediate, feasible, limited reforms, within capitalism, to 
improve the lot of ''the masses,'' by the Marxist feeling that all condi- 
tions must rather first become much worse in order to bring about real 
improvement later on. They were inhibited also by fear that the effect 
of achieving current small reforms or ameliorations would be to lull 
"the masses" into relative contentment or decrease their militancy and 
delay the revolution and the real, great improvement which it alone 
could make possible. Yet all this was already more a set of theoretical 
than of entirely heartfelt convictions; and when Bernstein openly pro- 
posed that the party should throw away all this mass of Marxist doctrine, 
and frankly embark on the different course of working to realize 
socialism gradually through a progressive series of mild reforms — the 
party leaders vigorously opposed this shocking heresy, and to all appear- 
ances at the time defeated it, and kept the party nominally on the path 
of Marxist orthodoxy; but the subsequent evolution of its real outlook 
and program and activities went increasingly in Bernstein's direction. 

And so, too, have the modern evolutions of the outlooks, programs, 
and endeavors of most of the Western world's (non-Communist) social- 
ist parties, gone steadily in that same direction; of declining real in- 
terest in the doctrines of Marx though with long continuance of more 
or less lip service to them, and convergence to agreement with the 
Fabian temper and character of British socialism. Increasingly, they 
have turned to working through the normal democratic political process 
to achieve and accumulate a growing mass of varied reforms; public 
ownership and operation of some industries, imposition of various forms 
and degrees of public control upon the still large "private sectors" of 
the national economies, public encouragement of labor unions and col- 
lective bargaining and efforts to increase the wages of the working popu- 
lations and add all kinds of "fringe benefits" to their wages, public sub- 
sidies for food, housing, medical care, etc., increasingly heavy taxation 
of the well-to-do and expansion of free public services, and so on. 
Whether in or behind all this, however, there is still a fully serious, 
unwavering determination of all democratic socialists to go all the way 
to the goal of full, eventual realization of complete socialism in the 
classical sense — complete abolition of all private enterprises and prop- 
erty incomes, or public ownership of all means of production and dis- 
tribution of wealth, conversion of all citizens, with no class distinctions, 
into workers cooperating for the common good, and planned distribution 
of income or goods and services to all according to their needs — whether 
in general these modern socialists still are really marching, and mean 
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to march all the way, to this goal, is I think very doubtful, to say the 
least. For there is a plain difficulty or dilemma — surely insurmountable 
I think — to which most socialists were long made blind by the element 
of naive, utopian idealism in their tradition, but which is beginning to 
be recognized and faced by those among them — and this I think includes 
most modern Western democratic socialists — who are sincerely and 
strongly devoted to liberal-democratic ideals, and are acquiring, 
through practical experience and responsibilities, a more realistic grasp 
of the realities of politics. 

THE DECLINE OF INSISTENCE ON COMPLETE SOCIALISM AS THE 

goal; the 'mixed economy^^ and "welfare state'' 

That dilemma is the surely predictable incompatibility in practice be- 
tween any such complete, realized socialism as I have just described, and 
liberal democracy — political democracy with the freedoms for all which 
are required to make it real. With the state — or society as a unit, 
through the state — owning all substantial wealth or economic resources; 
and (necessarily) the government or group of men in office and power 
at any time, in full control of the entire economy or the jobs and live- 
lihoods of all the people; it would be impossible for an opposition party, 
lacking the support of any independent economic resources, to exist 
and function freely, and for all those among the people — all being state 
employees — who might prefer the opposition party's candidates and 
program, to join that party and work for it openly without risking eco- 
nomic reprisals by the government in power. ^'Collective' ownership 
of all wealth, and management of the economy, would necessarily mean 
in practice, complete control of all resources by the government in 
power, and possession by it of the power to perpetuate itself in power. 
This full union of political and economic power would entail complete 
power to control, also, all education, communications, and intellectual, 
spiritual, and cultural life — which all require the support of economic 
resources. Surely it would be absurdly utopian to suppose that any hu- 
man, not angelic, governing group (and all its members) could be safely 
trusted to practice, constantly, all the (purely voluntary) self-denial that 
would be involved in never making any undemocratic or illiberal misuse 
of such absolute power. The intellectual, spiritual, and moral civil lib- 
erties for all the people severally, which real democracy requires, them- 
selves require the support of the economic liberties or freedoms, which 
are in turn impossible without very widely distributed private prop- 
erty, and private incomes in excess of their minimal material consump- 
tion needs for at least a very large part and complete cross section (as 
regards diverse value systems and political views) of all the people. 

"Democratic socialism" is thus really a self-contradictory concept, if 
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''socialism'' retains the meaning of "collective ownership" of all or 
nearly all wealth, and "collective" (governmental) control of the entire 
economy. It is true that, in the past, capitalism has generally involved a 
degree of concentration of economic power, or wealth and income, and 
therefore also of an undue share of social, cultural, and real political 
power, in the hands of the members of a more or less limited, distinctive, 
and homogeneous social "class," which also is in practice less than fully 
consistent with ideal liberal democracy; and this is the element of truth 
in the convictions of the democratic socialists. But the greatest typical 
degree of concentration of control of wealth and power, existing within 
any modern Western capitalist society, is as nothing when compared 
with the complete or absolute concentration or monopoly of power 
which "total" socialism would necessarily put into the hands of the 
group of high officials making up "the government." The real road to- 
ward realization of ideal liberal democracy must lie in just the opposite 
direction, of change of the structure of economic society toward realiza- 
tion of the economic-liberal ideal, of moderate but substantial private 
properties and incomes for (as nearly as possible) all the people 
severally, and real existence of a system of not too imperfectly 
competitive markets, and high mobility of all people and resources into 
the most useful and rewarding locations and employments for them. 
All this would mean the operation, throughout the economy, of a sys- 
tem of "checks and balances," restraining all exertions of private power, 
and underlying and giving real substance to political democracy's neces- 
sary system of intragovernmental and intra- and interparty "checks 
and balances." 

Today's Western democratic socialists still do not of course generally 
realize or grant the truth of all that I have just been saying; but I think 
there has been spreading among them, for some time, a dawning realiza- 
tion of the danger, from the standpoint of their own generally sincere 
and strong, liberal-democratic ideals, of going anything like all the way 
to complete socialism or "collective ownership," etc., and thus making 
the national state, and the government in power at any time, all power- 
ful. At all events, they are clearly becoming disillusioned, wavering, or 
decreasingly enthusiastic in support of the program of "nationalizing" 
more and more and eventually all industries; they are veering toward 
acceptance, for an indefinitely long time ahead, of "the mixed economy" 
with a still quite large "private capitalistic sector," and a variety of meas- 
ures of limited or partial public control of that, and the many features 
of "the welfare state." Whether this kind of system or compromise is 
really wise in the long-run true interest of all the people, or instead de- 
feats its own purposes by hampering economic progress — destroying 
the progressive dynamism of unfettered capitalism without gaining 
that of all-out authoritarian socialism or communism — is another, differ- 
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ent, grave question. But we can as well discuss this latter question, along 
with others, in connection rather with our next general topic — the mod- 
ern or twentieth-century 'liberalism,” now generally so-called in politi- 
cal discussions especially in the United States, which is the now current 
successor, or modification, of the classical, late-eighteenth- and nine- 
teenth-century liberalism. For between this newer "liberalism” and the 
kind of compromise or halfway house that "democratic socialism” ap- 
pears to have settled into, the difference is not very great. There has 
been a convergence from both sides toward a common, middle ground 
— a "watering down” of democratic socialism in the liberal ("libertar- 
ian”) direction, and a trend of "liberal” thought and practice away from 
adherence to its old laissez-faire tradition, into advocacy of what might 
be called "humanitarian big government,” i.e., in the direction of a semi- 
socialism. There is need, however, for a separate consideration of this 
development from or on the "liberal” side, which must focus largely 
though not exclusively upon the American part of this story and its 
backgrounds in past and recent American history. 

THE UNIQUE PERSISTENCE, IN THE UNITED STATES, OF 
PREVAILING DEVOTION TO NONSOCIALIST, LIBERAL IDEALS 

In most "old world” countries, but very little is left or remains alive 
today of the outlook of nineteenth-century liberalism, in either its origi- 
nal, pure state or any modification of that very similar to what is called 
"liberalism” in this country now. For today, as a rule, in the old (many- 
centuries-old) national societies, the main mass-popular, reforming or 
progressive movements are socialist and more or less radically anticapital- 
ist in character or in their immediate (recent) antecedents and tradi- 
tions; and the main, large and strong, more conservative bodies of opin- 
ion are still "conserving,” in significant degrees, not merely nineteenth- 
century but far older, pre- and nonliberal ideals and traditions of 
organic-hierarchical societies led and governed by their propertied and 
cultivated upper-class minorities, which generally at least would like to 
govern in a more authoritarian-paternalistic than true liberal-democratic 
spirit. But in various ones of these old countries there do also exist small 
minority groups of intellectuals and cultivated bourgeois persons stand- 
ing for a nostalgic and doctrinaire "liberalism” (under that name), 
which is often theoretically of a very pure and strict, unmodified, classi- 
cal variety and which idealizes the economic system of free private enter- 
prises, free competition, and international as well as domestic "free 
trade,” and the entire regime of liberal individualism and laissez faire 
or very limited government. These "liberals,” however, as a rule retain 
actually, in relation to present-day conditions and problems, very little 
if any of the once genuinely strong and ardent, universally humane- 
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idealistic, and at the same time highly practical, progressive or reform- 
ing spirit of the original classical liberalism in its heyday. Naturally 
these tiny groups of exponents of this kind of ^liberalism though they 
are intellectually alive and quite active in various Continental countries, 
are generally without or unable to exert important practical influence. 

The story has been and continues to be somewhat different in Eng- 
land, where in the nineteenth century the classical liberalism had its 
earliest, longest, fullest and best development and influence, and al- 
ways tended to be less rigidly doctrinaire or more pragmatic, flexible, 
and realistic than its Continental European imitations ever have been. 
In England also, it is true, the modern growth of the Labor party and 
English socialism on the one hand, and, on the other, the continuing 
strength of a Tory or Conservative party which has shown unique abili- 
ties to blend together and reciprocally adjust, in changing proportions, 
its own very ancient traditions and nineteenth- and twentieth-century 
ideas and tendencies of various sorts — these rivals together have en- 
tailed, for the English Liberal party over recent decades, a drastic de- 
cline or shrinkage to the status of a tiny minority or third ^fln-between*^ 
party, with little prospect of regaining power and with little influence. 
The bulk of the old or former membership or clientele of the Liberal 
party has long since divided and melted away into the other two English 
parties — the more conservative or classical English liberals, averse to 
socialism, going over to the Tories, and those with enough of both the 
universally humane-idealistic reforming spirit and the pragmatic, flex- 
ible readiness to turn that in a new direction, going over to the Labor 
party. But the reduced, small, continuing Liberal party has remained 
lively; it has retained a few quite able leaders and adherents, and con- 
tinues to be hopeful — ^perhaps not entirely without reason — of an 
eventual, future renaissance. And in outlook today it differs widely from 
the Continental 'liberar' group above referred to, in that its 'liberalism^’ 
is now not purely classical but has shifted 'leftward” considerably, not 
all but part of the way toward agreement with the Labor party’s moder- 
ated "socialism”; it does also, in a general way, somewhat resemble the 
far more important, modern, modified, American "liberalism” which, 
with its own different American background and independent Ameri- 
can development, is now to be discussed. 

The salient special features, relevant to our story here, of American 
history, society, and culture may all be largely explained, I think, by two 
related, general facts: (i) the nonexistence, in American civilization, 
of any important feudal inheritance and continuing traditions still liv- 
ing on and bearing the marks of that origin; and (2) the failure of any 
American socialist movement to develop and retain important strength. 
Of these two very important, "negative” features of American life, the 
former, I think, largely accounts for the latter. Though all modern so- 
cialism has always regarded capitalism as its enemy and antithesis, it 



has really developed mainly in reaction against the carry-overs from 
feudalism embodied in or mingled with the thus impure forms of capi- 
talism to be found in most very old societies. The social-class structures 
and interclass relations in old, formerly feudal societies — the lingering 
traditions of real, rigid, social hierarchy, or rule by social superiors over 
their social inferiors, and a sense of the normality of arrogance in the 
former and submissivencss in the latter; this, in its clash with develop- 
ing, modern (post-Enlightenment) ideals of equality, democracy, and 
freedom for and reciprocal justice among all, has been everywhere the 
real, main cause of the rise, growth, and persistence of fully and mili- 
tantly socialistic labor movements. Socialism, that is, has flourished in 
countries where modern capitalism has developed within, and while 
modifying, also continued to be modified by, the social milieus of that 
kind carried on from feudalism. The members of the class of capitalist 
employers, emulating the true heirs of the feudal barons, have tended to 
treat the members of the working class as their inferiors and dependents, 
to be held down in their place, and have been supported in this 
attitude by all the conservative elements in the societies around them; 
and there has continued to prevail throughout each such society, in- 
cluding its working class, the habit of thinking-and-feeling more in 
terms of the classes as units than in terms of individuals and their op- 
portunities. In complete situations of this kind, the socialist vision has 
naturally made its strong appeal to the working class (and middle-class 
idealists in sympathy with it) as the only adequate answer to the really 
semifeudal kind of capitalism alone existing and familiar locally. But in 
the United States, from the outset, there has developed an almost 
uniquely pure form or kind of capitalism, evolving along with American 
liberal democracy, and in a social environment devoid of carry-overs 
from feudalism. Also the exceptionally great ''mobility'^ in every sense, 
including ^vertical social mobility,'^ of the American people, the great 
and multiple opportunities generally available to most of them as in- 
dividuals, the less substantial nature here of class distinctions and bar- 
riers, the widespread sense of the essential equality of all Americans 
as regards their essential human rights and dignities; all this has 
worked to make the creed of liberal individualism including economic 
liberalism in (roughly) the classical sense, the prevailing outlook 
here not only in our business community but throughout American 
society. 

It is only an accidental fact in the history of uses of political termi- 
nology, and a fact of no great importance, that the words ‘liberal” and 
‘liberalism” were not in constant, general use in American political life 
in the nineteenth century. No major American political party or faction 
or movement ever called itself ‘liberal” or its program “liberalism,” until 
this term — with attached connotations of the kind it now has in our 
political life, more than of the classical nineteenth-century (English and 
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European) kind — ^began to come into use here among reform-minded 
intellectuals early in the present century. It then got applied to all that 
the New Deal stood for, and thereafter became or remained the accepted 
''name^' for the vague, confused ideology of the ^liberah' wing of the 
Democratic party. In obvious minor ways this bit of American termino- 
logical history is significant, but the main real fact, obscured by it, is that 
the older, main American tradition of political and economic thought 
and practice (now identified with ^'conservatism'^ or "reaction") always 
has been substantially identical with the Western, classical, eighteenth- 
and nineteenth-century "liberalism," even though in this country it has 
never generally borne that "name" or label. The classical nineteenth- 
century liberalism was, everywhere in the Western world, the main, con- 
tinuing fruit of the eighteenth-century Enlightenment; and American 
civilization — the American national state, society, economy, and cul- 
ture — has been more fully and lastingly influenced, throughout, by the 
Enlightenment, than has the civilization, in the same all-embracing 
sense, of any other country. The American "founding fathers" were all 
typical men of the Enlightenment, and were enabled by the conditions 
and prevailing popular attitudes existing in this country in their time 
to shape our Federal Constitution and infant nation on the lines of the 
ideals of the Enlightenment, to a unique extent — to achieve much more 
in that sense than their contemporary European peers were able 
to achieve in their more resistant, less plastic environment. And in nine- 
teenth-century America on the whole the main conditions affecting 
the experience and attitudes of most Americans were and long 
continued to he favorable to a uniquely great degree of continuing prev- 
alence and progressive realization here of the liberal-democratic and 
economic-liberal. Enlightenment ideals. In Europe to a much greater 
extent, the Enlightenment, and its main product, the classical 
liberalism, was a passing phase of the evolution of the civilization of 
the European nations — a phase which could have only a partial and 
eventually declining success in its conflicts there with older surviving 
and later reviving and other, newer ideologies. But in this country the 
same bright vision, of the good society to be developed through continu- 
ing free discussion and agreement among its free, individual members, 
became and remained "the American dream," and continued to flourish 
here as such, in a free field, without ever having any important rivals to 
contend with. 

THE PATTERN OF THE HISTORY (eVOLUTIOn) 

OF AMERICAN SOCIETY AND POLITICS 

Of course this account, so far, is oversimple and needs to be qualified 
in a number of ways. There was in the northeastern part of the United 
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States, in the late eighteenth and early nineteenth centuries, a set of 
somewhat antidemocratic, quasi-aristocratic or oligarchic, federal- 
power-exalting, and (in economic thought and policy) semimercan- 
tilistic rather than pure economic-liberal tendencies in or of the region ^s 
leading businessmen and statesmen, which found expression in the 
^^Hamiltonian philosophy of the ^Tederalist’^ party. As the main opposi- 
tion to that in the same early period, the ''Jeffersonian'' liberalism — 
the purest, ideal classical liberalism in our history — appealed mainly to 
"enlightened" southern country gentleman (like Jefferson himself), 
and farmers throughout the country, and urban workingmen. This 
outlook was not generally popular in its own time in any part of the 
national business community as such; for there went along with Jeffer- 
son's radical libertarian and democratic and economic-liberal (mini- 
mal-government, laissez-faire') ideals, a tinge of something like or near 
to anticapitalism — distrust of big cities and big commercial and indus- 
trial capitalists or businessmen and groups of them. Full or all-out polit- 
ical democracy was then still generally conceived not as a means of 
enabling all the people or the popular majority to control and use a big 
and widely active central government as their instrument for achieving 
all their ends; but rather as a means of enabling all the little people, or 
members of the great popular majority, to veto all ambitious govern- 
mental plans, which were felt to be too likely to be shaped in practice, 
in spite of the nominal existence of democracy, by and to suit the aims 
of rich and powerful business minority groups. 

Then too of course, despite the considerable influence of the Jef- 
fersonian tradition in some ways in its southern homeland, the South 
did not on the whole become and remain a very "liberal" part of the 
United States, but on the contrary, with its plantation-slavery economy 
and quasi-feudal society, developed a pattern of ideals and customs in 
considerable conflict with liberalism and democracy, and half-re- 
sembling, in some respects, old European conservative traditions. Thus 
there were in early America — which as yet was all mainly "eastern," 
i.e,, much developed and settled only in the region east of the Alle- 
ghenies — both a northern, capitalist center and a southern, quasi-feudal 
center and kind of resistance to development of full-fledged liberalism 
and democracy. 

But a new set of factors soon came into play with the growth of "the 
West" — then the region between the Appalachians and the Mississippi 
— and the rise and triumph of "Jacksonian Democracy," which ex- 
pressed and fostered a nation-wide spread or extension of the influence 
of the spirit of frontier democracy, making more or less the whole na- 
tion, socially and politically, more radically or fully democratic than it 
had been earlier. The gains for "democracy" in every sense, from this 
development, were substantial; but for "liberalism" in important aspects, 
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the results were more equivocal. Any democratic populace always has 
illiberal tendencies to impose its own majoritarian tyranny and to sup- 
press unpopular dissenting individuals and minority groups or unduly 
restrict their proper rights and freedoms; and there has continued to be 
always in American life a vitally necessary role for members of the small 
class of truly cultivated or enlightened, generally well-to-do, quasi-aristo- 
cratic leaders, and occasional public figures to play, in so influencing 
public opinion as to keep the ideals of true liberalism alive and effective. 
In the epoch and flood of Jacksonian Democracy there was a partial 
eclipse of such leadership, which had been more plentiful and strong 
in the previous, earliest period of our national history than it ever has 
been again, and a trend toward the other, worse kind of leadership by 
opportunistic and demagogic politicians. But all this generally remained 
within fairly tolerable limits, which have again been further narrowed, 
at least from time to time, in subsequent periods; and the advance into 
fuller democracy — effective participation by all the people in the na- 
tion's political life and the shaping of its institutions, society, and cul- 
ture — was, in spite of its hazards, good, and has continued. 

I must skip over the Civil War and its prelude and aftermath and 
all that was involved in or went with it, in spite of the relevance to my 
theme of all this, and jump down to the new, broad, economic, social, 
and political developments of the last decades of the nineteenth century, 
in or from which modern America and its main, continuing, ideological, 
and political divisions and conflicts were first born. The industrial revo- 
lution really got under way in this country only in the middle and late 
nineteenth century, and went on to its first culmination only toward 
the end of that century. The building of the transcontinental railroads 
and completion of the country's network of railroads, the growth and 
multiplication of great factories and manufacturing industries equipped 
with power-driven machinery, and of business corporations of all sizes 
owning and operating all such enterprises, and new financial institu- 
tions and centers, and large cities, and so on — all the aspects of full- 
grown industrial capitalism or capitalist industrialism — in a few decades 
radically changed the face and character of what had been a nation of 
family farms, small towns and villages, handicraftsmen, and merchants 
as the only or main group of '^capitalists" or "businessmen." The flood 
of immigration of former peasants and laborers from most parts of Con- 
tinental Europe, forming a great part of the labor force of the new in- 
dustrial America, and bringing over with them in some cases Marxian- 
socialistic ideas and attitudes which their early hardships here kept alive 
for a time — this too made its contributions to the new America. The 
new millionaires of this era — great fortune builders and industrial em- 
pire builders — in many cases tried to live like and be like feudal barons, 
dazzle and rule and exploit the country and the people with their wealth 
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and power, unite their powers in great monopolistic trusts, control and 
use the organs of government at all levels, national, state, and local, to 
gain assistance of all kinds to their business interests and prevent inter- 
ference with them, and impose their often crude notions of high culture 
and morality upon the nation. It was in this era that laissez-faire eco- 
nomic liberalism, in a very distorted, one-sided, not at all self-consistent 
form, first became the dogmatic creed of the national business commun- 
ity. And in other, nonbusiness, mass-popular quarters — agrarian and 
some labor circles, and among reform-minded intellectuals — there be- 
gan to develop in opposition to that twisted laissez-faire creed of the 
business community, the American 'hadicar' movements, seeking to 
use the democratic state and political process to control the latter, 
which were the earliest forerunners of the present-day American, non- 
classical ''liberalism. 

In a sense, the opposite deviations of political thought, in the busi- 
ness community and among its opponents, from the authentic, classical 
liberal outlook, were alike, in being group-interest-biased views of the 
proper and improper fields and forms of governmental intervention in 
the economy. The main attitude in each or in every group tended (and 
still tends) to be: the state should not act to benefit our opponents at 
our expense and restrict our freedoms and opportunities, but it should 
give us all the forms of protection and assistance that we "need.'' On 
many a specific issue, special variations and confusions of the views 
adopted in diverse quarters, and strange, particular alliances and con- 
flicts, could (and can) arise from the varying ranges and admixtures 
of perceptions and nonperceptions of the interrelations of group inter- 
ests and the likely indirect results of the public policies or measures be- 
ing advocated or opposed. Also in various quarters, on some issues, mo- 
tives or value-feelings of other kinds, not arising simply from the real 
or supposed economic self-interests of those concerned, often have come 
into play. Let us glance briefly at some of the ways in which, in the last 
decades of the nineteenth century, the growths in the main, diverse, 
interest-group segments of American society, of their respective, in some 
cases agreeing and in others conflicting, views and attitudes on various 
specific issues began to shape the complex pattern of our national 
politics and actual policies toward production of the present state of 
things. 

First let me again stress the importance of the rise in that era, in the 
main, "conservative" part of the American business community, of 
what has tended to remain its devotion to a glaringly one-sided, not 
really self-consistent conception and cult of laissez faire or "free enter- 
prise," and the importance of the points of contrast or disagreement of 
that with the authentic, classical, economic liberalism. The aim of the 
latter has always been: no public favors to any one set of private inter- 
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ests, to the detriment of the interests of any other part of all the people; 
or in other words maintenance of equal freedoms, rights, and opportu- 
nities for all the people. But the business community's twisted version 
of this has rather been: no governmental actions adverse to the interests 
of the dominant business groups, or to benefit other, nonbusiness, 
broader popular groups at their expense, or restrict or limit their free- 
doms, rights, or opportunities, hut all obtainable governmental actions 
to protect, facilitate, and assist their undertakings, restrict other s op- 
portunities to their advantage, and enhance their profits. As a first ex- 
ample of this discrepancy, on a specific issue that was very prominent 
all through the latter part of the nineteenth century, the positions on 
the question of free or unimpeded foreign trade versus tariff protec- 
tionism may be cited. 'Tree trade'' has of course always been an essential 
part of the true economic-liberal program; but the main groups of Ameri- 
can businessmen in that era (even more than now) were staunch pro- 
tectionists — in unconscious conflict with their professed devotion to 
the system of "free enterprise," For of course the number and political 
weight of the spokesmen for the domestic industries competing with 
imports and "needing" tariff protection greatly exceeded the combined 
number and weight of the importers and all others directly advantaged 
by a free flow of imports, and the exporters and producers of industrial 
goods for export in that era (most American exports then were still of 
farm products). Moreover, the few industrial producers for export were 
not always aware that restricting imports indirectly reduced opportu- 
nities to export. 

Now the real effects, further, of the high tariff barrier against im- 
ports of a great variety of manufactured goods, were in general injurious 
to the interests of the then vast number of American farmers. It raised 
the prices or costs to them of the manufactured goods they had to buy, 
while the prices of the main staple farm products were determined in 
the world market, and depressed by the tariff's effect of curtailing 
the ability of foreigners to earn dollars in the American market, and 
thus curtailing the foreign demand for our farm products. Also the tariff 
worked on the whole rather against than for the interests of American 
labor (industrial wage earners), by raising the cost of living without 
correspondingly raising wages, since it caused most of the labor force 
to be employed in the country's less efficient industries (the ones de- 
pendent on tariff protection, and least able to afford high wages), and 
hampered the growth of other industries in which, otherwise, the pro- 
ductivity and earnings of labor could have advanced to better levels. 
On this whole issue, however, the protectionist businessmen were 
highly successful in deceiving American farmers and wage earners with 
fallacious arguments as to where their interests lay. The farmers were 
won over with the "home-market" argument, alleging that the tariff, 
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by speeding the growth of the economy s industrial sector and popu- 
lation, cities, etc., would end the dependence of American agriculture 
on foreign markets and replace those with an enlarged domestic 
American market more profitable for the farmers. And the wage 
earners were convinced by the '"high-wages’" argument, alleging 
that the high level of American wages as compared with foreign 
wages meant correspondingly high costs of production of Ameri- 
can products as compared with foreign products, and made the tariff 
necessary to prevent a reduction of American wages to the low foreign 
level. (Actually, of course, the higher level of American wages was and 
is due to a generally corresponding higher level of the productivity of 
labor — output per man-hour — with American resources, technology, 
abundant capital per worker, industrial management and labor skills 
and industrial relations, attitudes, etc., and tWefore consistent with 
no higher level of production costs per unit of output, in all but the 
less than normally efficient ones among all American industries.) 

At the same time, it is probably true that the success of those false 
arguments in leading American farmers and wage earners to think of 
the tariff as in line with their self-interests was not the only cause of the 
popularity of protectionism in that era with a large majority of all Ameri- 
can voters. A sense of the truth — always recognized by classical-liberal 
economists — of the argument for (temporary) protection of potentially 
though not yet highly efficient ""infant industries”; patriotic pride in a 
policy of fostering rapid American industrial growth; and aversion to 
all things foreign, the wish for national self-sufficiency or inde- 
pendence of foreign supplies and markets, the spirit of ""isolationism” 
— all this, too, was probably involved. But the net result was general 
support of a national policy inconsistent with complete, true economic 
liberalism, and biased in favor of or mainly benefiting the main mass of 
members of the business community, and against the true, current, eco- 
nomic interests of a far greater number of Americans outside that com- 
munity. And this was one part of the prelude to, and later became one 
contributing cause of, a growth of tendencies on the parts of those other, 
broader, American groups to regard as due from their government to 
themselves, not simply or mainly denials of special favors to business 
groups at their expense, but rather additional, compensating, special 
favors to themselves at the expense of business. 

Nor was it only through espousal of protectionism as opposed to free 
trade in foreign-trade policy, that the business community itself in that 
era, or great numbers of its leading members, helped to initiate develop- 
ments contrary to the ideals of true economic liberalism. The latter has 
always idealized not only international free trade, but also domestic, 
national economies kept thoroughly competitive throughout, or ""free” 
from controls of any of their parts by any private monopolies. But in 
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many American industries in those last decades of the nineteenth cen- 
tury, the groups of businessmen concerned strove, with much success, 
to build up great monopolies, “trusts,” or “combinations in restraint of 
trade.” In this matter, however, the reaction of the public (including 
the other businessmen disadvantaged by and opposed to the “trusts”) 
did develop on a true economic-liberal line, and brought about the first 
steps in the creation and development of our uniquely American body 
of federal “antitrust” law and policy. The latter in its whole career thus 
far — with its later, further developments and varying applications — 
has probably had on the whole a significant though limited measure of 
success in keeping our economy a little more competitive than it would 
now be otherwise, or limiting the growths, degrees, and prevalence of 
great concentrations of business power. But in a good many fields the 
latter have triumphed to no small extent — ^perhaps inevitably and not 
improperly; and this has helped to stimulate the growth, in more re- 
cent times, of great power-organizations of other kinds, e.g., labor 
unions, to “balance” the powers of the giants in the business world. 
Thus the structure of our whole economic society, in many large and 
important areas at least, has evolved rather far away from anything like 
a realization of the classical-liberal, competitive ideal. It is now by 
no means that highly decentralized and fluid system of many very small, 
independent, competing units on each side of every market; with an 
unimpeded, high mobility of all labor, capital, and enterprise out of all 
depressed and contracting and into all of the more rewarding and ex- 
panding parts of the economy; and the resulting control of the economy’s 
functioning not by the powers and to the advantage of the strong, but 
by the demands of the people in the markets and a set of impersonal, 
automatic market forces, generally harmonizing all private interests 
with the public interest. In our modern, no longer atomistic-competitive 
society, the centralizations of power and the conflicts — in the markets 
and in politics — of the interests of diverse, big, strong, organized in- 
terest groups, have made inevitable a great enlargement of the role of 
the state, as the only superior power able to preserve order and any ap- 
proach to all-around justice. To arrive at any satisfactory, in any mean- 
ingful sense “liberal,” nondespotic solutions of the resulting maze of 
problems, is terribly difficult, and I do not pretend to know what the 
right or wise solutions are or would be; but continuing adherence to 
the laissez-faire maxim has become impossible. 

The first inauguration, in the late nineteenth century, of the “anti- 
trust” effort was itself an extension of “state interference,” hut was at 
the same time in line with the classical-liberal ideal, as an effort to 
preserve the competitive, not by-monopolies-controlled character of 
the economy, and thus enable it to go on functioning, as a largely self- 
adjusting or self-regulating system, well enough in the public interest 
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or for the general welfare, to mate an endless growth of other extensions 
of 'state interference^^ of other kinds unnecessary. And the same may 
be said of the first inauguration, in that same era, of the program of pub- 
lic regulation of those few, peculiar, private enterprises — the start made 
then was with the railroads, and other "public utilities'' have since been 
brought under similar regulation as they have developed — the enter- 
prises which are at once "naturally" monopolistic and vitally necessary 
to the public. Either outright public ownership and operation or, as a 
minimum, public regulation of these special parts of the economy is 
required according to the classical economic-liberal point of view, or in 
pursuance of the aim of impartial protection of the equal freedom of 
all men from any oppression or exploitation by any arbitrary power 
either public or private. The method, plan, or expedient of regulation, 
by special public commissions or administrative agencies, given gen- 
eral legislative directives and a measure of discretionary authority to 
construe and apply them through administrative rulings, regulating 
the services to be produced or rendered and the prices or rates to 
be charged for them, to ensure appropriate service to the public and a 
"fair" and only a "fair" return or profit to the private owners or investors 
— this is a typical American compromise or mean between the extremes 
of "socialistic" public ownership and unregulated private monopoly. 
Making it effective regulation in the public interest, not really regula- 
tion by the regulatees, and not, through the piling of a governmental 
upon a private business bureaucracy, unduly hampering to all in- 
dividual initiative and enterprise in these fields of activity has proved 
very difficult, and the measures of success achieved have probably al- 
ways left much to be desired; but it is doubtful whether any better path 
or line of attack upon these problems has been available. 

Still another very different, general field in which there were late- 
nineteenth-century developments which must be mentioned here as 
having played parts in the evolution toward the present state of this 
country and its problems, ideals, and policies is the field or world of 
agriculture and the farmers and their hardships and political 
tendencies. Back in that era the situation in agriculture was very un- 
like what it is today; but the situation as it was then had results which 
we need to notice, mainly in connection not with "the farm problem" of 
today, but with other more general phases of the evolution of our na- 
tional political life and public policies. One manifestation of the West- 
ern agrarian "radicalism"' of that time was in the field of ideas and pol- 
icies relating to money and the national economy's supply of money. 
The entire period was, in the world generally as well as in the United 
States, one of the rare periods in modern history to be marked by not 
a rising but a falling general level of all prices. The rapid growth of 
production of most kinds of products — of the flow of goods to markets, 
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throughout the Western world — ^was not fully matched by growth of 
the stock and flow of money, so prices generally were drifting down- 
ward. In the industrial (manufacturing) sector of the American and 
Western world economy, technological progress and rising efficiency 
was lowering production costs, so that wages and profits did not gen- 
erally fall with the fall of prices. But in agriculture the modern 
technological revolution had not yet begun; and the expanding area 
of cultivated farm land, and farm labor force, were turning out a grow- 
ing flood of farm products, which continually depressed their prices 
without any corresponding decline of their production costs. Farm in- 
comes were thus declining and, moreover, many American farmers were 
burdened with heavy debts, which became increasingly burdensome 
as their real costs rose with the rise of the general buying power 
of money. There was therefore much agitation for national policies 
with regard to money or the currency which would make money more 
abundant and 'cheap'' — adherence to bimetallism (free coinage of 
silver as well as of gold) instead of adoption (favored by eastern bank- 
ers and financial experts) of the single gold standard, and issuance also 
by the national government of a large supply of "fiat" paper money. 

Detailed discussion here of the issues in those controversies is impos- 
sible and unnecessary, but a word must be said about the main general 
question that was really at stake. There has always been a tendency of 
many strict adherents of the old classical economic liberalism to regard 
as a necessary integral part of that philosophy of all appropriate govern- 
mental economic policies, the principle that with regard to money — 
though the regulation of this must be, without any question, a govern- 
mental function — the government must adopt and adhere to a simple, 
definite, and fixed system, "the gold-standard" system. The essential 
virtue of this was felt to be that it made the real value or general buying 
power of the money unit, or the general price level, dependent not 
upon continually new or changeable governmental or political decisions 
subject to manipulation by the varying relative political strengths of 
different interest groups in the economy and society, hut upon the "nat- 
ural" conditions and events, not subject to political control, which would 
determine all the changes of the world's, and every country's, supply of 
gold and, if the total money supply everywhere was kept strictly tied 
to that, the supply of money. If the supply of all other goods grew faster 
than the supply of gold and gold-based money, the general price level 
would fall, and if new gold discoveries turned the balance the other 
way, the price level would rise — a perfectly stable price level could not 
be assured; but at least these fluctuations would have only "natural," not 
political, causes, and manipulations of the money supply to the advan- 
tage of some interest groups and the disadvantage of others, would be 
ruled out. In that sense "the gold-standard" system formed a logical 
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part of the economic-liberal ideal of letting all things economic be con- 
trolled or governed, as far as possible, by ''automatic, natural’' forces, 
not political controls. 

But the entire modern trend away from all that, into increasing 
governmental efforts to regulate economic events and relieve or alleviate 
the hardships of all large groups, has everywhere included, as one prom- 
inent and important part of itself, a trend in the field of policies con- 
cerned with the supply and flow of money, away from adherence to 
anything like the gold-standard system. It has become the more 
prevalent view that governments should have much discretionary power 
and freedom to continually "manage” that supply and flow, ideally (ac- 
cording to much present-day economic theory — see Chapter 17) in 
the way required to keep the aggregate demand for all goods and services 
at a stable price level, continually equal to the aggregate supply of 
them all, under conditions of continuous full employment of the avail- 
able labor force, resources, and productive equipment in the whole econ- 
omy, and of steady and fairly rapid economic growth. The vogue of 
"cheap-moncy” ideas in western rural America in the late nineteenth 
century was of course by no means a full anticipation of this whole 
modern development, but it was significant, as we can now see in retro- 
spect, as an early stage in that development. And it is of interest that 
some of the leading American economists of that time, although they 
stood generally in the classical economic-liberal tradition, did not stand 
strictly with the stern "sound-money, gold-standard” advocates in the 
Eastern business and financial community, but saw justice in and ex- 
pressed sympathies with the demands of the Western agrarian "radical” 
elements for currency policies that would halt the fall of the price level 
and alleviate the hardships of the farmers. 

The discontents of the latter also had other results or led to much 
prevalence in the rural western America of that time of other "radical” 
politico-economic ideas, besides "cheap-money” ideas. The "Populist” 
political party and movement, the main carrier of all the diverse ideas 
and demands in question (including those for "cheap money”), had a 
general outlook of hostility to all northeastern "big-business” and 
financial interests, "Wall Street,” the railroads, the "trusts,” etc., and 
a general vague idea of working to make state governments and the 
Federal government the protectors and benefactors of "the people,” i.e., 
of the great majority — all relatively poor people — as against the sup- 
posedly wicked, predatory, rich, and powerful capitalists. To a certain 
extent, this movement or the saner part of it played a part in helping to 
support the sound developments in national policies already reviewed 
here — the antitrust law, regulation of the railroads, etc. — and moderate 
revisions of currency legislation in the needed direction of allowing 
some increase of the supply of money. And the depressed state of agri- 
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culture which lay behind the movement helped to motivate the first 
steps taken, a little later, by the Federal government, toward develop- 
ment of the great program of subsidized research and education to make 
farming more efficient or productive and to reduce production costs in 
all branches of agriculture. The latter program eventually became im- 
mensely effective, and a main source of the new, modern '"farm prob- 
lem'^ of our time, of chronic overproduction, operating to reduce the 
free market prices of farm products even below the greatly reduced costs. 
But the Populist movement also had a more 'crazy,'' demagogic, and 
ephemeral, vaguely semisocialistic side. In the end this movement be- 
came merged with or into the national Democratic party (mainly or 
largely, though another part of it contributed rather to the subsequent 
rise of the "progressive" faction of the Republican party); and it was 
an early "radical" phase of the development of what has become the 
new American "liberalism" of today. 

In still another different area of American life — that of the labor 
movement, or growth of diverse types of labor unions, etc., among the 
nation's wage earners — there were also various developments in that 
period, which I must here allude to. There had been important unions 
in various skilled trades or crafts from the very beginning of the na- 
tion's history, and a slow growth of various newer or younger ones all 
through the earlier and middle decades of the nineteenth century. A 
somewhat loose, vague, ineffectual, and ephemeral, broad or general 
organization, "The Knights of Labor," did not at all confine its efforts 
to the narrow, practical business of "collective bargaining" but toyed 
with a great variety of nebulous ideas of social reforms to be achieved 
through mass education and in part at least through political action. 
But the "Knights" and the type of thing it represented died early in that 
period and had no great importance. The main mass of the rapidly grow- 
ing, largely foreign-born, industrial wage-earning population was with- 
out any enduring unions or organizations within this period, and lived 
and worked under rather wretched, harsh conditions — very long work- 
ing days, meager wages, grim living and working conditions. There 
were various bitter strikes and violence-filled dramatic struggles of 
groups of workers led by militant "radical" leaders against self-right- 
eously tyrannical, hardfisted employers who often got too much public 
and governmental support. And as might be expected, from that back- 
ground, there grew up partly then and partly somewhat later, for a time, 
some truly radical minority movements within the entire, varied, gen- 
eral, American labor movement. A few violent "anarchist" leaders were 
active for a time in a few industrial struggles and short-lived unions; a 
partly Marxian, socialist movement arose and grew to considerable 
strength a little later, for a few decades; and the syndicalist I.W.W. and 
Western Miners Union became prominent for a time in the very early 
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twentieth century. But the main development which emerged, toward 
the end of the nineteenth and on into the twentieth centuries, had a 
very different character; the pure-and-simple, nonpolitical, business 
unionism, dominant in the American Federation of Labor, under the 
leadership of Samuel Gompers and others, fostered growths of member- 
ships, effective, durable organizations, and skilled bargaining tech- 
niques in a growing array of unions, mainly in all skilled trades or 
crafts. These unions generally accepted the existing economic system 
and social order as permanent and had no ideology beyond devotion to 
collective bargaining with employers, backed up by threats to strike if 
necessary, for continually higher wages, shorter working days, and all 
kinds of small improvements of working conditions. 

If this country's capitalism, or business economy and social structure, 
and the ruling attitudes in the upper-income strata, and its not too ef- 
fectively democratic political and governmental institutions (as they 
actually operated or functioned then) — if all this had persisted, un- 
modified, far into the twentieth century, with all the garish and harsh 
or inhumane features that were there in that 'gilded age’' of newborn, 
booming, raw, industrial capitalism — the eventual result might have 
been a growth of a full-fledged, radical, American socialist movement 
to predominant strength, and a real mass-popular struggle for radical 
political and social changes, on lines similar to those pursued in 
so many other countries. But instead, in the first two decades of the 
twentieth century there emerged here, under Theodore Roosevelt and 
then under Woodrow Wilson as Presidents and leaders, a kind of ren- 
aissance of American liberalism in, substantially, the old or classical 
sense of the word, which quietly accomplished a good deal toward mak- 
ing American capitalism, in its form and spirit and main practices, more 
consistent with democratic and humane-liberal ideals, and making 
American liberal democracy as such more real and effective. More vigor- 
ous enforcement, and much strengthening, of the antitrust laws reduced 
the concentrations and abuses of power in the business world and par- 
tially restored the classical competitive form and functioning of the 
national economy. Protective tariff barriers were sharply lowered for a 
short time (under Wilson), and this, though short-lived, was beneficial 
while it lasted. The national monetary and banking system were also 
much improved in the Wilsonian era. 

More important, there occurred a great moral improvement in the 
nation’s political life — a marked reduction of the abilities and tendencies 
of special business interests to control or manipulate elections, and ob- 
tain great, improper, governmental favors. This beneficial change was 
helped by such specific reforms as direct popular elections of United 
States senators, instead of continuance of the system under which the 
state legislatures, too often easily controlled by business interests in 
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the states, elected the Federal senators and made them mouthpieces 
of those special interests and a barrier able to block most reform legisla- 
tion for the benefit of the majority of the people. Also the Federal in- 
come tax came into being in this period, and this, with the subsequent 
trend to increasingly 'progressive'^ rates, has made possible the great 
modern growth of the Federal government's revenues and welfare 
spending programs, and the resulting effective redistribution of in- 
come and wealth among the people in the direction of equality. Though 
the sum of their tangible achievements was relatively modest, the differ- 
ing, healthy moral crusades, led respectively by "Teddy" Roosevelt and 
by the scholarly idealist Wilson, to break or reduce the monopoly pow- 
ers and the undemocratic, unsocial temper of the very rich, and to en- 
large the real freedoms and opportunities of the main mass of the peo- 
ple, were, I think, very beneficial and important. 

Yet in the 1920s, in the aftermath of the First World War and the 
national mood of disillusioned reaction from the high but naive liberal- 
democratic idealism which the people had carried into the war itself, 
there was a less noble interlude of renewed excessive power and greed 
in and abuses by many rich businessmen, groups, and organizations; 
and mass-popular political apathy — absorption of most Americans in 
their private pursuits of wealth and pleasure. Among reform-minded 
intellectuals, there grew up a range of new trends of thought and feel- 
ing, away from full adherence to the individualistic, limited-government 
ideals of the classical liberalism and the old, main American tradition, 
into gropings for ideas of new ways in which a national government, 
controlled by and serving the not-rich popular majority and entrusted 
with new additional powers and functions, could more strictly curb the 
possessors and abusers of great wealth and power, and enhance and 
protect mass-popular welfare. In other words, that decade of the 1920s 
did much to prepare the soil and the seed, so to speak, for the growth 
of the new, modern American nonclassical "liberalism," which in the 
next decade, of the Great Depression, rose suddenly to power, in or with 
the New Deal. This was and is, or has remained, an amorphous, varie- 
gated tide of democratic-humanitarian feeling and generally rather 
vague or nebulous, fluid and variable ideas, not a movement with a 
clear, definite philosophy and program. It was and is a movement gen- 
erally "partial" to labor and the farmers and all really or supposedly 
handicapped, not adequately prospering groups, and somewhat hostile 
toward capitalism and the business community; it has sought to achieve 
its wide array of ill-defined ends through whatever expedients may 
come to hand, and has aimed generally toward not socialism but some 
halfway house between that and laissez-faire capitalism. 

In its earliest phase it lacked not only a clear political philosophy or 
ideology, but also any clear-cut, useful tools of economic theory. To the 
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latter initial deficiency or lack a contribution was made by the anti- 
theoretical tendency which had grown strong in much of American in- 
tellectual life, including the insurgent, ^'institutionalist'^ branch of 
American economic thought, in the period culminating in the 1920s. 
The neo-classical type of economic theory, as represented in this 
country by such economists as J. B. Clark and T. N. Carver, quickly be- 
came unpopular with most new-style "liberaF' intellectuals inside and 
outside the circles of professional economists, because it struck them 
as too nearly an apologetics for the existing business world's "free-en- 
terprise system," and as unduly abstract, formal, unrealistic, and barren 
of suggestions of any practical measures of public policy for correcting 
the main evils in or malfunctionings of the economy* Empirical and 
impressionistic social-economic studies and writings, making little or no 
use of economic theory in the strict sense of that term generally fa- 
miliar among economists, and vaguely more or less socialistic or "liberal" 
in the new unclassical sense in ideological tone or cast, had much more 
vogue for a time, beyond the body of professional economists and 
within the part of it composed of young economists in revolt against the 
discipline's old main tradition. And some of these unorthodox "econ- 
omists" were among President Franklin Roosevelt's advisors in the 
early New Deal days, and reinforced his own ignorance of and aversion 
to real, precise and rigorous, formal, logical, economic analysis. But all 
that was soon to change considerably as the development among the 
professional economists of the new, modern revisions of neo-classical 
theory, to be taken up in the next chapter, became available for use by 
or in American "liberal" thought in the modern sense, as parts of its 
equipment. Let us now turn back from the entire survey of political de- 
velopments, in this now completed pair of chapters, to the history or 
development of economic "science" through the last three decades. 
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CHAPTER 16 


Recent Developments of New 
Economic Theories Relevant to 
Problems of Public Policy: A New 
Analysis of Competition and 
Monopoly 


TYPES OF RECENT WORK IN ECONOMICS — ONLY SOME 
CONTINUE THE POLITICAL ECONOMY TRADITION 

By no means all the important new developments of the studies, 
ideas, and knowledge of economists can be said to have any clear con- 
nections with ideological and/or political developments. And even in 
the cases — to be considered hereafter — of those new, modern structures 
of economic theory which do or may have such connections in a sense, 
the latter are not as simple, direct, definite, close, and/or rigid as ^lay- 
men,'' who hear reports or receive impressions about them, tend to sup- 
pose them to be. Let us here first briefly look at the over-all pattern of 
what has been going on in the recent progress of the study of economics, 
without having in mind, while we do this, any reference at all to the 
ideological and political developments in the modern world at large, 
which we have been considering. 

An important feature of the over-all development, through this recent 
period, of the studies carried on by economists, has been a marked 
growth of the number and variety of the different, specialized, and 
separated kinds of work being carried on by different groups of econ- 
omists. The production, by single economists, of comprehensive trea- 
tises on ^'the principles of economics ' has virtually ceased, and per- 
haps it has become or is becoming impossible, Even in the field or on 
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the level of elementary or introductory textbooks — ^though the number 
and variety of these has grown immensely — inclusion in single texts 
of anything like really, both comprehensive and well-balanced surveys 
of the entire field has become increasingly difficult and rare. And in 
its work at advanced levels, the profession as a whole has been divid- 
ing into a large and growing number of groups of workers specializing 
in diverse kinds of investigative work, in different fields, or concerned 
with different arrays of problems; and increasingly few members of any 
one group know much about, or are even fully able or equipped to un- 
derstand, all the newest developments and fruits of the kinds of work 
being done by all, or many, of the other groups. 

Prominent among the diverse lines and types of work and progress 
going on are various new developments of mathematical-theoretical 
work, and statistical, empirical research, and unions or combinations of 
those two things, as in work in 'econometrics.'' Much of the new mathe- 
matical-theoretical work has been going into the building of structures 
of — in various exact senses — "dynamic" theory, in contrast with the 
mainly "static" character of most neo-classical theory. That is to say, 
roughly, the builders of these modern "dynamic" theories have been 
trying to go beyond merely formulating the general conditions of an 
"equilibrium" of "economic forces" or the "equilibrium" relations 
among economic variables, and to work toward full detailed understand- 
ing of processes of change of the related variables and their relations, 
through transitions between different "equilibria." And among other, 
different, more "applied" types of work, studies concerned with the 
problems of "economic development," especially in hitherto and cur- 
rently still underdeveloped countries and regions, have lately been gain- 
ing a new, special prominence. But it would be pointless to attempt 
here any complete listing of all the different kinds of studies that are 
and have been going on; though this very partial list, already offered, 
may perhaps tend to give unwary readers a not only inadequate but mis- 
leading, unbalanced impression of the many faceted, complete, "real 
picture." 

Then also, another and different, vague or elusive but important, 
general line of division or differentiation of economists, "cutting across" 
all or most of the many special divisions or groupings of the kind just 
indicated, has been developing. On the one hand there have been de- 
clines of varying degrees, in the cases of (in all) a good many economists 
absorbed in research work in their various fields and/ or of their various 
kinds — declines of their interests in "political economy," i.e., the old 
combination or blend, (really) of economic-scientific investigations 
with broader and different, over-all social, moral, and political reflec- 
tions, in the effort to work out one's informed and reasoned but neces- 
sarily in part subjective, personal views as to not only how but 
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how '^welV^ the economy or economic system of one^s country or the 
world is functioning, for the economic and general welfare of all the 
affected people; and what if any reforms of the main, relevant, cur- 
rently existing institutions, practices, and public policies arc needed 
to imfrove the system^s functioning and effects on the welfare of all 
concerned, either generally or in some held-to-be vital respects. Econo- 
mists generally have long been becoming increasingly aware of the fact 
that to be concerned with ^ political economy'' in that sense is to carry 
on what is really a “mixed" kind, or mixture of two unlike kinds, of 
intellectual work or activity: economic-scientific analysis and research, 
and social-moral philosophic thinking or reflection. And of late a con- 
siderable and perhaps growing number have been tending to develop 
negative attitudes toward (against) participation in the latter, and to 
devote themselves more narrowly or single-mindedly to just their various 
special kinds of investigative work in all or parts of “economic science" 
only. With some it has even become a matter of high principle to re- 
nounce and avoid all interests in political philosophies or in any ideas 
or problems in that area, and try not to allow any views of their own, of 
that kind, to find any expression or place in, or exert any effects upon, 
their work and utterances in economics. In other words, those who take 
this position try to make themselves entirely detached and objective, 
nonpolitical, morally and politically neutral, purely scientific econo- 
mists, seeking solely to contribute to knowledge and understanding of 
current, actual, economic conditions, events, and processes, and never 
to advocate, or criticize, or judge or evaluate anything, or design their 
inquiries to aid or influence — unless in purely technical respects — any 
decisions upon or about any public policies. 

My own critical commentary on that point of view has already been 
presented in my introduction or preface to this book and will not be 
repeated here. Here I want to say only two more things about all those 
recent contributions, of different kinds, to economic science which 
have been produced by and bear the stamp of economists with strongly 
dominant scientific interests and little or none of the added or further 
and different, social-philosophic interest shared by all “political" econ- 
omists. In the first place, these new developments within modern 
economics have grown up in no clear, definite, or specifiable relations, 
connections, or interactions with any of the widespread ideological and 
political “trends" of “our time" in the world at large which have been 
and are involved in the reshapings of the institutions and policies of 
nations. And in the second place, notwithstanding their (in many 
cases) great values (which I do not at all disparage) as contributions to 
economic science, none of these new modern studies and intellectual 
productions are to be considered in this book which is solely concerned, 
throughout, with patterns of ideas produced by political philosophers 
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and/or political economists and affecting (as well as, generally also, in 
part reflecting) widespread changes in public opinion and in actual 
public policies. 

Besides, however, all those modern economists whose interests, 
studies, and achievements I must set aside as not within the field of at- 
tention of this book, because not in the field or tradition of 'political 
economy,'' there have continued to be at least as many or more of the 
other type still working on lines entirely in or continuing that tradition. 
And within this category the main, recent, new developments of eco- 
nomic theory still to be considered in this book have been: On the 
one hand the new modern theory of "monopolistic competition,"^ and 
on the other hand, the "Keynesian" body or kind of theory and ideas or 
proposals of public policies. These have developed as revisions of differ- 
ent parts or aspects of neo-classical theory and especially of the Mar- 
shallian system. The modern theory of monopolistic competition is a 
revision of the old main-traditional body of theory about the structure 
and working of the business economy's system of markets for different 
products and productive services, and the situations of and decisions by 
firms which determine their outputs and selling prices, and demands 
and payments for labor, capital, etc. And its general result is to under- 
mine or lessen, to some extent, the old economic-liberal "optimism" 
about the social beneficence of the "natural" functioning of the (real) 
competitive business economy under laissez fake, by showing that 
the prevailing hinds and degrees of real competition among the private 
organizations or units acting within the economy do not in fact fully 
align or harmonize their private interests with the general, common, or 
public interest, or cause the latter to be as fully, efficiently and well 
served by the "automatic" working of the economic system as the liberal 
political economists of the nineteenth century in general tended to be- 
lieve that it would be. Hence there is at least a vague general tendency, 
inherent in this new theory, to suggest that there may be needs for some 
new departures from laissez faire, i.e., reforms and public control 
policies of some hind or kinds to cause the economy and all the unit- 
actors in it to serve the public better than it is being served in conse- 
quence, merely, of the existing forms of competition. But as we shall 
see later on it is very difficult if not impossible to see what reforms and 
control policies would be likely to accomplish the desired results; and 
this modern theory has not led to any real program or new philosophy 
of what public economic policies should be. 

A very different and much greater impact has been made in that sense, 
within its own field, by the new, modern, developing "Keynesian" body 
or hind of theory and directly appended policy proposals. This, as com- 

^ My omission of any treatment of the ''companion’^ theory, by a different au 
thor, of ^'imperfect competition,*^ is explained below, on p. 450. 
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pared or contrasted with the other new theory that I have just 
mentioned, is a revision of the other part or side of the classical and neo- 
classical tradition or type of theory — the part concerned with the inter- 
relations, as variables, of some of the economy's over-all aggregates, i.e., 
the total national output, and stock of money and flow of money 
through the system, the population's total money-income and con- 
sumption spending, saving, and investment spending, the total 'effec- 
tive demand" for the national output, and the general levels of all 
prices, wage rates, interest rates and business profits, and the volumes of 
employment and unemployment of labor and productive resources. In 
other words, here the focus of attention is not upon the questions of 
how and how well the economy functions in the matters of "allocating" 
its manpower and resources among different particular industries or 
employments, adjusting the supplies or outputs of different products to 
the public's demands for them, or adjusting "the structure of produc- 
tion" in that sense, and the structure of the relative prices of different 
goods and services, or attaining and maintaining socially desirable 
"equilibria" among these variables. Instead the focus of attention — 
both in this part of the old main-traditional body of theory and in the 
Keynesian revision of it alone — ^is solely upon the questions of how and 
how well the economy functions with regard to attaining and maintain- 
ing, in the sphere of its over-all aggregates, an appropriate volume of 
flow of money through the system, or "efiFective demand" for all prod- 
ucts together, and a consequent over-all stability or steady growth ensur- 
ing both a stable general price level or buying power of the money-unit, 
and continuous, approximate "full employment" of all labor and pro- 
ductive resources or equipment. The general effect of the Keynesian 
revision of the older body of theory about the economy’s "natural ten- 
dencies" in these respects has been to destroy the former "optimistic" 
faith in the ability of the system’s "automatic" processes to correct its 
own thus temporary "maladjustments" in this sphere, or in other words, 
to bring into full view and emphasize the system’s liabilities, under 
laissez faire, to not self-curing depressions and inflations. Keynesian 
theory has thus delivered a severe blow to the old laissez-faire economic 
liberalism and has been coupled by its originator and adherents, 
from the outset, with a fairly definite program or set of proposals of new 
"interventionist" governmental policies, to maintain in the economy’s 
markets at all times an appropriate level or volume of total demand by 
varying, at need, the government’s tax rates and revenues, borrowings, 
and expenditures, so as to offset or correct all otherwise occurring or 
impending harmful fluctuations of the totals of private consumption 
and investment spending and demand. 

Now in some degrees the developments of these modern structures 
of economic theory, or revisions of parts of the old main-traditional body 
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of liberal-and-scientific economic theory, have been both affected by 
and contributory to the modern widespread ideological and political 
trends in this country and throughout the Western capitalistic and 
democratic world, away from adherence to the principles or precepts of 
the old classical economic liberalism, and to or into replacement of those 
by either modern (new style, interventionist) 'liberal' or modified ^so- 
cialistic'^ governmental policies. But careful discrimination is needed in 
describing the really quite loose, vague, tenuous, and variable inter- 
connections or interactions between the developments in the two differ- 
ent spheres of public opinion and actual public (national govern- 
mental) policy on the one hand, and the economic theory-and-policy 
thinking of the professional economists concerned on the other hand. 
The main causal factors behind the growths of new attitudes in broad 
parts of the electorate and widespread demands for new public policies, 
and growths of new actual policies, designed by politicians to gain and 
hold the support of their constituents — the main factors at work in all 
this are the changing circumstances, experiences, and discontents of 
the members of large interest pressure groups, the ingenuities of their 
leaders and political spokesmen in devising expedients fox con- 
trolling economic developments to their advantage, the amounts of 
political influence the groups are able to exert, and the compromises 
worked out among them. And the results of all this are too often medleys 
of conflicting policies having little rationality or relation to what would 
be best for the general or common welfare of all the people, and making 
little sense to the minds of good, able, accomplished, humane-and-wise 
political economists. Hence the latter are seldom full or typical ad- 
herents or supporters of the creeds or programs of any broad political 
parties or movements in their countries, and seldom do or can exert 
great amounts of influence on the evolutions of the actual policies of 
modern governments. 

Moreover economists, like other citizens, differ widely among them- 
selves in their political views or outlooks, throughout the range fre^ 
‘^conservative" to “radical"; for even those who are most fully, in the 
old sense, political economists are primarily economists, who largely 
agree within economics, but on the noneconomic questions also in- 
volved in all political issues have types or patterns of views attributa- 
ble mainly to their diverse personal temperaments and backgrounds, 
ranges of experience and of sympathies, etc. The culture of the Western 
world of today does not have in it any one uniform, widely dominant 
complete, clear, definite, and self-consistent or coherent political 
philosophy or ideology able to serve its economists and/ or other citizens 
as the general background of their thinking. The decline of the clas- 
sical liberalism — the common outlook of past generations of the spiru- 
ual heirs of the eighteenth-century Enlightenment — has left us with, 
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so far, nothing else of that hind to take its place. The developments of 
the modern economic theories now to be considered here — the theory 
of 'monopolistic competition^^ in the business economy and the Keynes- 
ian theory of the latter’s lack of an automatic mechanism able to en- 
sure continuous "full employment” — these developments have reflected 
and made contributions to the decline of faith in the classical economic 
liberalism. In different ways and degrees these theories have fitted in 
with, and helped to supply with more rational ideas of means to their 
ends, the modern political trends growing out of the general public s 
groping search for new governmental policies able to improve the 
economy’s functioning in the service of the general welfare of the peo- 
ple; but the connections with political trends have not been strict or 
close. Let us now turn our attention to those economic theories them- 
selves and endeavor to grasp their essentials, and return only at some 
later points to problems in the sphere of public policy and politics. 

THE MARSHALLIAN BACKGROUND, AND MODERN THEORY OF 
COMPETITION AND MONOPOLIES AND THE SUPPLIES 
AND PRICES OF ALL GOODS AND SERVICES 

The present chapter is perhaps unduly restricted in its scope; it deals 
with only one of the two similar-and-different, mutually complementary 
theories and books which it might well be expected to deal with: Joan 
Robinson’s Economics of Imperfect Comfetition,^ and E. H. Cham- 
berlin’s The Theory of Monopolistic Competition.^ My omission here of 
any account and discussion of the former means not that I regard it as 
"inferior” to the latter, or less worthy of attention; but only that (i) 
inclusion here of appropriate discussions of both works would make 
this chapter and book too long, and (2) my many years of personal 
friendship with E. H. Chamberlin, and my close familiarity with his 
work and thinking, have equipped me more fully, I think, for dealing 
with his contribution, than I am equipped to deal with the only partly 
similar one that was made at the same time, but independently (as his, 
too, was wholly independent of hers), by Mrs. Robinson. Both of these 
works grew out of the background of Marshallian economics, and 
the struggles of these two (and other) younger or later economists ini- 
tially "brought up on” that, with the logical difficulties or dilemmas 
that were left unresolved within it. The source of those dilemmas lay 
in Marshall’s not entirely successful effort to combine theoretical rigor 
with adequate "realism” and his own great knowledge of the various 

“Joan Robinson, Economics of Imperfect Competition (London: Macmillan Sc 
Co., Ltd., 1948). 

* E. H. Chamberlin, The Theory of Monopolistic Competition (Cambridge, 
Mass.: Harvard University Press, 1933-1948). 
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and complex conditions existing in the real economic world. Marshall, 
like the other great economic theorists of his own and earlier times, 
used or worked with theoretical constructs which in their clear and 
simple forms involved or required assumptions that Marshall C^ven 
more fully than most of those other theorists) knew to he by no means 
wholly in accord with facts. And Marshall, in the effort to be as realistic 
as possible, presented his theories with many appended qualifications, 
which in all made them at some points internally and mutually incon- 
sistent. Hence his successors were obliged, in order to straighten out 
those muddles, to construct new systems and come to terms more thor- 
oughly with some relevant aspects of the real economic world, by re- 
vising basic Marshallian and traditional assumptions and evolving their 
new theories from the new (revised) foundations. 

In the old main tradition of all economic theory, the usual practice 
was to conceive the economy as indeed containing a few exceptional 
firms or enterprises having simple or outright 'monopoly'' positions — 
properly subject to public control in the public interest — but as made 
up otherwise and mainly of quite thoroughly "competitive" industries 
and markets. And the character and effects of the "competition" thus 
thought of as prevalent all through most of the economy were conceived 
in a way which involved imperfectly realistic assumptions of two kinds. 
There were in the first place the assumptions that, in all "competitive" 
industries and markets, there were generally prevalent among or availa- 
ble to the persons concerned both adequate knowledge of and about all 
opportunities available to them anywhere in the economy, and full or 
unrestricted "mobility," i.e,, ability and readiness at all times to sever 
any or all previous, no longer most advantageous connections, and take 
advantage of the best new opportunities for them arising anywhere in 
the economy. Thus on these assumptions, if in the market for any prod- 
uct any seller should offer the product at a price below the prices charged 
or asked by his competitors, all the customers would promptly try to 
shift their patronage to this lowest-price seller, and the competing sellers 
to hold any business would all be obliged to reduce their prices to the 
same low level immediately. Competition of this type — involving per- 
fect knowledge and "mobility" by all the customers — would result in a 
uniform lowest-remunerative market price throughout any market for 
any product at each moment of time. And again, further, if the buying 
public should change its habits and begin to buy much more than 
before of any product and less of some other products or product, there 
would soon enter or arise in the expanding industry an appropriate 
number of new additional firms (producers and sellers of the now 
more largely demanded product). Enough entrepreneurs and workers 
of all needed types, and capital, land, etc., would leave the contracting 
and less remunerative industries or employments and transfer into the 
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expanding, more rewarding industry, to restore the balance of the rela- 
tive volumes of production of all products with those of demand for 
them, at prices (for the different products) in the end equally remuner- 
ative to all suppliers of each type of productive service, in all industries 
and to all firms. In sum, these old standard assumptions, of universal 
prevalence of full knowledge of all opportunities and full 'mobility,'' 
made up the essence of one side of the old ideal conception of all "com- 
petition" or the "competitive" economy. The latter was (in theory) con- 
ceived as so fluid throughout that every special advantage briefly 
appearing anywhere in it for the few people already on the spot would 
quickly attract or draw to that spot, and be destroyed or "leveled down" 
by, new, entering com'petition from the outside — from people and re- 
sources drawn away from other places and/or activities in the system, 
now made less advantageous for them or their owners. 

In addition, however, "the classical competitive model" of the econ- 
omy, as it has been called, also involved the further assumption — 
though this was never made so fully explicit — of complete absence, for 
any single firm or individual or group-acting-as-a-unit, within any 
("competitive") industry or part of the economy, of any "monopoly 
power" or "market power," i.e., power to control or significantly influ- 
ence the supply and price of anything to the public or the customers 
concerned. The individual firms and other unit-actors within the system 
were severally thought of as able only to respond, and adjust their de- 
cisions, to market conditions beyond their control — not to affect sig- 
nificantly those market conditions themselves through their own 
actions. Every price would always be, although a resultant of the ac- 
tions of a multitude of actors, yet for each one of them singly, a given 
datum, beyond his control, for him to react to. Every firm would be 
obliged, by the competitive pressures it would have to meet, to work 
simply to maximize its output and efficiency and minimize its costs per 
unit of output, and to sell at the market price and pay at the market 
rates for all things and services bought or hired. In other words, any 
firm would be able to maximize its profits only by maximizing (in order 
to match or excel its competitors) the quantity, excellence, and cheap- 
ness of its service to anyone having dealings with it. 

Now at the same time, however, the old generations of economists 
in fact "knew better" than to mistake their theoretic vision, based on 
these assumptions, of the functioning of an ideally competitive econ- 
omy, for a literally exact, accurate, and full description of all that went 
on in the real economic world. They only regarded their "competitive 
model" as, for their purpose of analyzing the real system's main "tend- 
encies," a good-enough approximation to reality. Thus the valid way 
of describing the deficiencies or limitations of their work or accomplish- 
ment is to say, not that they were blind to or unaware of the difference 
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between their model and reality, but that they did not analyze it — 
or analyze those features of the real system that were not reflected in 
their model in sufficient detail. They knew that the real economy's 
markets were ^'imperfect markets/^ made such by the ^flmperfections^' 
of the knowledge and mobility^^ of all those acting or participating in 
them; but they did not analyze the detailed characters, degrees, and 
consequences of those ''imperfections.'' Nor did they analyze and come 
to understand in clear full detail the further required conditions besides 
prevalence of full or adequate knowledge and mobility for a total ab- 
sence of market power" for single firms and other unit-actors in the 
system; and the differences, and effects of the differences, of actual 
conditions from those further required ones, or all the causes, kinds, 
degrees, and consequences of such "market power" in fact prevalent 
in the real economy. Thus the modern "Robinsonian" and "Chamber- 
linian" theories can best be understood as endeavoring to fill, respec- 
tively, those two '^gaps" left unfilled by the old classical and neo-classical 
theories. At least the main emphasis in Mrs. Robinson's new analysis 
of the interrelations, forms, and roles of the monopolies and the com- 
petition together prevalent in the real economy and jointly affecting its 
processes of determination of the supplies and prices of goods and serv- 
ices, was an emphasis on the "imperfections" of peoples' knowledge of 
their opportunities, and of their mobility and that of their resources — 
their abilities to leave old, declining fields and enter new, rising fields 
of opportunity — and the consequent "imperfections" of real-world 
competition, or abilities of (complete or partial) monopolies to exist 
and endure as such. Her analysis did not bring out, in a degree or man- 
ner comparable to that achieved in Chamberlin's analysis, the further 
and different points involving not those "imperfections" of knowledge, 
mobility, markets, and so on, but the forms, degrees, and effects of 
"monopoly power" or "market power" that would still be ubiquitous, 
as they are in the real world, even if the old traditional assumptions 
about knowledge, mobility, and so on were universally valid. In other 
words, the Chamberlinian analysis, now to be explained and discussed 
here, had as its starting point the more radically new conception of 
"monopolistic" elements inherent in most actual business competition, 
even under the main conditions traditionally assumed in economic 
theory. 

THE 'chamberlinian'' THEORY OF 
"monopolistic competition" 

This starts, in other words, with the new idea, or recognition of the 
fact, that "competition" and "monopoly" are really not simple, absolute 
(either "all" or "none"), and mutually exclusive phenomena, but varia- 
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ble aspects of market situations, each capable of existing in a great 
variety of forms and degrees; and aspects which can be and in fact usu- 
ally are hoth present together, in various relative degrees or proportions, 
in the same situations. Classical and neo-classical theory had thought 
of the (any, generally or roughly speaking, ‘competitive’') economy 
as containing only a few monopolies, standing alone in their respective 
special fields and having no competitors; and as, apart from them, made 
up of many, simply “competitive” industries, in each of which no one 
of the included firms had any degree at all of the kind of power in or 
over its market that is signified by the word “monopoly.” But Chamber- 
lin s new analysis revealed that (i) all monopolies are more or less 
limited by at least some real competition which they have to meet (from 
other firms producing different, but in some uses substitutable, prod- 
ucts), and (2) throughout the entire economy most single firms, even if 
reasonably classifiable as members of highly competitive “industries,” 
at the same time have or may have substantial though limited amounts 
of real “monopoly power” to control (increase) the prices they obtain 
for their products by controlling (restricting) the amounts of the latter 
which they produce or make available. 

Nor does the existence of “monopoly power” in that sense, in the 
hands of firms which must and do compete with others, depend at all, 
in Chamberlin’s analysis, upon the existence of any of the market im- 
perfections, or “frictions,” or impediments preventing or restricting 
entry of new competitors and competition into the fields of activity 
concerned. In fact, to bring out this point — i.e., to “isolate” in thought 
or for attention, and distinguish from all results of those “frictions,” 
the phenomena of “market power” which concerned him — Chamberlin 
retained or used throughout his analysis the old, classical, unrealistic 
assumption of “free entry” (of new firms into existing “industries” or 
fields of activity), and showed that even if that condition prevailed, 
then even in the “long-run” situations of complete adjustment of the 
numbers of competitors to the volumes of demand in their common 
general markets, the individual firms would still possess and use or 
exercise “monopoly power,” and the main (not in all ways socially 
ideal) results of that would persist. “Free entry” of more competition 
and the resulting adjustments of supplies and prices would indeed 
eliminate the “monopoly profits” or “extra” profits initially sought by 
the firms, or reduce their profits to the “normal competitive” level, hut 
the “long-run” results would include inefficiency and high costs and 
prices and (in quantity at least) limited total production or satisfaction 
of consumers’ wants, as compared with the results in these respects to 
which “pure” competition (competition unmixed with any monopoly 
powers in the hands of the competing firms) would lead, if this could 
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and did exist in (otherwise) the same situations. But I have been run- 
ning ahead of the story that is still to be told or more fully explained; 
let us return to the starting point, which is Chamberlin^s initial, clear 
spelling out of the required conditions for existence of ' pure ' compe- 
tition, that is to say, total nonexistence of power-in-their-markets in the 
hands of the competing firms. 

A firm would be unable to exert any significant (nonnegligible) in- 
fluence upon the general supply-and-demand situation in its selling 
market, and thus upon the price it could obtain for its product, only 
if (i) this firm was merely one of a very large number of similar firms 
together making up the whole ''industry'' concerned, and (2) all these 
firms were producing and/or offering to the buyers exactly the same^ 
uniform froduct, in all respects, so that (in the absence of price differ- 
ences) all the buyers would be indifferent as to which firm they would 
patronize. Hence the individual firm (any one of the many in such an 
industry) could by itself contribute only an insignificant or negligible 
fraction of the total supply of the same good on the market, and thus 
could not, by varying the quantity of this good supplied or offered by 
itself, noticeably affect that total supply and the market price. The 
previous generations of economic theorists had generally reasoned '^as 
thouah" all "competition" was or worked as would this special and rare 
kind of competition first defined by Chamberlin as "pure" or unmixed 
with "monopoly" in the sense of (more than negligible) "market 
power" in the hands of the competing sellers individually; but they had 
not realized what the conditions must be — a very large number of com- 
peting sellers, negligible size of each one relative to the total market, 
and perfect uniformity, in the eyes of all buyers, of the products or 
offerings of all of them alike — to make the resulting competition com- 
pletely effective in controlling the actions of the individual firms, pro- 
ducers, or sellers. "Competition" in a loose, general sense, or considered 
in all its various forms and degrees, does generally prevail throughout 
any modern business economy; but as soon as the required conditions 
for existence of "pure" competition are rigorously stated, it becomes 
clear that this exists in only a few cases or examples. Some branches 
of agriculture, e.g., wheat growing, may be examples, or would be in 
the absence of cooperative marketing and/or joint control of (t(^al) 
supply and price with governmental assistance. Given millions of wheat 
farms, all producing one single uniform kind and grade or quality of 
wheat for the world market, even the largest single farm's or farmers 
largest crop would be "a drop in the ocean ' of the total supply, and no 
single farmer could affect the market price of wheat. But in almost 
every branch of industry or commerce, nearly every firm is able to exert 
a more than negligible influence on its market, i.e., exercise at least a 
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small degree of ^monopoly power/' even though it is likely, at the same 
time, to be involved in keen competition with more or less numerous 
rivals or competitors. 

Now from the fact that two different conditions must both be ful- 
filled if ^ pure competition" is to exist — the number of competitors must 
be so large that each one can contribute only a minute fraction of the 
total supply of the product, and that total supply must be perfectly 
uniform or homogeneous — it follows that ''impure" competition can 
be of two different kinds — though in fact these are generally combined 
in the same situations. Hence the analysis, from this point on, divides 
into two branches — (i) the theory or analysis of "oligopoly" (a term 
invented by Chamberlin), or the competition of a few rival sellers of 
the same good, each offering a suhstantial fraction of the total supply; 
and (2) the theory or analysis of the competition among all the pro- 
ducers or sellers (no matter how numerous) of at least slightly "differ- 
entiated" or different but easily substitutable, hence rival, products, or 
"varieties" of "one" general kind of product. In any situation of that 
second kind, each one of the competing sellers is the only seller of 
exactly his product or complete special offering, and persuades some 
of the customers that what he alone can offer them is superior, for their 
tastes or purposes, to anything else on the market. Thus he acquires a 
somewhat special market or clientele of his own, which he as a monopo- 
list — the one and only seller of just what this group of customers most 
want or prefer — can exploit to some extent, in the manner of any 
monopolist. In other words, any survey, on these lines, of the whole 
economy would find in it both many a case or example of "oligopoly" 
— existence in all of only a few suppliers of the product in question in 
each case, with each one contributing a substantial part of the total 
supply (and in fact often, in addition, somewhat "differentiating" his 
part of that) — and also many a case in which, regardless of the number 
of competing suppliers (of similar but not identical products), each 
one of them is, quite strictly speaking, a monopolist, although each must 
compete with all the others. 

Now in the field of his theory of "oligopoly" as such, Chamberlin, 
though he was the first to develop this fully and to grasp the entire set 
of phenomena involved and bring out their prevalence and importance, 
and give them this name, had a few much earlier, eminent forerunners 
in a sense — nineteenth-century mathematical economists, chiefly Cour- 
not and Edgeworth — ^who had produced theories of "duopoly," or the 
to-be-expected results in any case of competition between only two rival 
suppliers of a product. Those earlier theorists, treating that problem 
differently, with different assumptions, had reached different solutions 
of it; and Chamberlin, after studying their works on the matter and 
arriving with their help at his own resolution of their differences and 
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his own solution of that problem, went on to adapt and generalize it 
into his broader theory of oligopoly” — every case of sufficient ^^few- 
ness'' of the rival suppliers of any one good, and ^largeness" of each one 
relative to the size of the entire group and its common market, to make 
the decisions of each one as to its output and selling price of serious 
moment to all the others. ^ Oligopoly” is quite common or prevalent in 
every modern capitalistic” or business economy. Examples include all 
the ''industries” dominated in each case by a few very large firms — 
steel, automobiles, and many others — and also many types of local 
"small” business enterprises serving limited local markets — grocery 
stores, garages, restaurants, etc., in a town or neighborhood; in short 
all kinds of cases in which, individually, the relative size of each one of 
the rivals, as compared with that of the market in which they all com- 
pete, is sufficient to make each one's decisions on its output and selling 
price matters of serious concern or moment to the others. 

In any such case, no one firm may be or have a "monopoly” in any 
usual sense, or control more than a minor part of the total supply; yet 
each single firm in the group may have a quite serious degree or amount 
of "monopoly power” or "market power” — the power to influence, by 
its own actions, the entire supply on the market and the market price, 
which is the economic "essence” of monopoly. There is likely to be 
among the members of such a group of firms, much of the time, some 
measure of real competition for greater shares of the available total 
volume of business in their field and market; and at times their com- 
petition may become ferocious and destructive. But this kind of 
competition is very different, in its character, methods, potential danger 
to all concerned, and usual limitations, from the "pure” competition 
that would prevail if the rivals were immensely numerous and individu- 
ally so very small and impotent in their vast common market that each 
one could ignore and be ignored by all the others, and simply react on 
the lines of best advantage for itself to the market conditions and de- 
velopments which neither it nor any of its rivals could significantly 
influence. Where the rivals are few and each one has important power 
as a factor in the common market, any competitive price cut, for ex- 
ample, by any one member of the group, will force the others to retaliate 
(cut the price still lower) in self-defense. Every such move and the 
resulting countermoves will seriously affect the fortunes of them all; 
and the general predictability and normal foresight of all this will 
commonly restrain, or induce great caution about, aggressive competi- 
tion of this kind, in the first place. 

The situation is less like "pure competition,” or business competition 
as traditionally envisaged in economic theory, than it is like the mu- 
tually dangerous and normally circumspect or cautious rivalry among 
the world's "great powers” or large, strong, national states; and in some 
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degree of analogy with the latter, there may be, in ^^oligopolistic^^ busi- 
ness competition, occasional, for-all-destructive 'price wars,’^ but a 
more common avoidance of them through mutual fears and self-re- 
straint by all parties, tacit agreement to live and let live, or uneasy 
stalemate. Here are of course the main fertile fields for the formation 
of cartels, trusts, and "agreements to restrain trade'' or competition, if 
these are not forbidden and prevented by law or state intervention. But 
even if formal organizations or agreements do not develop, purely tacit 
agreements, or even purely independent, similar, single-firm decisions 
by each or all, dictated by foresight and fear on all sides, may produce 
results, for the public, or as to the total supply and the price or prices 
of the good or goods in question, more or less similar to the results that 
a cartel or merger, combining all the units into one with an outright 
full monopoly, would lead to. The possibilities are various and intricate, 
and there is in one sense no single general theory of the working and 
results of "oligopoly" applicable alike to all specific cases; rather every 
special case requires its own special modification of the theory. But 
the over-all conclusion is that "fewness" of the rivals, and their im- 
portance to each other, generally work to restrain or moderate competi- 
tion, more or less, and produce results departing more or less far from 
those that "pure" competition would produce, toward those to be ex- 
pected from simple, complete, or outright monopoly. 

Now let us turn our attention to the other branch of Chamberlinian 
theory — the theory of "monopolistic competition" in the second, nar- 
rower, strict, or special sense, or the competition of or among competing 
monopolists, where each one is the sole supplier of his somewhat unique 
product, or special variety, variant, or "brand" of the general kind 
of product, of which the others offer other variants. Here again, this gen- 
eral category of groups of competitors — competing monopolists — is 
exceedingly common or prevalent "in the real world," especially if 
we include all groups in which the members' offerings to the public 
differ in any ways and degrees sufficient to divide the customers into 
groups each even slightly preferring the offering of one to that of any 
others. In business competition, a common procedure is to bring out a 
novel and unique product or a product with some novel and unique 
features, vigorously advertise its real or alleged superiority over all al- 
ternatives or substitutes, and persuade as many potential customers as 
possible to feel or develop a strong preference for it and become and 
remain patrons of its seller exclusively even if he demands a high price, 
and even if other similar goods can be bought at lower prices. This is 
both a very important, common way of competing for business, and a 
way of escaping in a measure from competitive pressures or of acquiring 
a real though limited and precarious kind of monopoly position, which 
can be exploited as such to a limited extent. Price competition — com- 
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peting only by underselling your rivals, or offering exactly the same 
standard thing which they all also offer but at an especially low price — 
is by no means the only or the main form of modern business competi- 
tion. Product competition, or quality competition — ^making not the 
price but the product more attractive than any rivaks — is generally the 
preferred or more emphasized way of competing, wherever it can be 
practiced successfully. And its success lies in so manipulating the desires 
of the buying public or a part of it, as to create for the special product 
offered by the innovating-and-advertising seller a both large and some- 
what ^^inelastic^^ or less than fully ^^elastic^' demand Qo. demand not too 
highly sensitive to price comparisons); so that after establishing this 
strong demand and preference for his special product, the seller can 
raise his price somewhat above the level of the current prices of ^^in- 
ferior ^ substitutes without fear of losing too much of his volume of 
sales. 

This broad category of phenomena includes both many examples 
of real and important, publicly beneficial, competitive product improve- 
ments — entirely new, highly useful products, and significant improve- 
ments of old products — and countless examples of trivial and many of 
more or less fraudulent, deceptive, or misleading, alleged "'improve- 
ments') mere, slight changes, for better or worse (according to one's 
tastes), or of no real consequence at all, of styles, forms, colors, ways of 
packaging and displaying the most ordinary products, or little "services" 
or "conveniences" offered along with them — anything at all to create 
preferences in multitudes of perhaps foolish or gullible consumers, for 
the "special" offerings of the particular sellers concerned. And it is not 
as simple a matter as it seems to many who in this connection make 
quick, casual snap judgments favorable or unfavorable to the monopo- 
listic-competitive "free-enterprise system," to appraise in a well-balanced, 
fair, or just way the entire range of its contributions to enhancement 
of the satisfaction or economic welfare of the people as consumers, and 
its creations or manipulations and exploitations of their wants and 
whims. To a great extent, despite the power of advertising, the ultimate 
responsibility for the system's results remains in the hands of the people 
as consumers. In so far as they are or become informed and intelligent, 
"rational," discriminating, and able to choose the products that will 
yield, for them, the richest satisfactions in proportion to their costs — 
the competition among business enterprises for their patronage will 
lead to genuine economic progress or rising living standards, as it should. 
And if most consumers are foolish or gullible and remain so, they will 
be abused, and the fault will lie less with "the system" than with them. 

Apart, however, from that very difficult matter of appraising the 
qualities or "real values" of the system's products — or the tastes of the 
consumers as affected by advertising — there is the different, more read- 
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ily and firmly answerable question of the effects of monopolistic com- 
petition simply on the eihciency of production in the purely physical, 
technological, or quantitative sense — the volumes of production of all 
the actual products, with the amounts of manpower and resources of 
all kinds employed in producing them, and the effects of these 'Input- 
output’* relations, or degrees of productivity, on the costs and prices 
of the products, the earnings of the people, and the quantities in which 
they can buy the goods which satisfy their actual wants (whether arti- 
ficially created and unwise or not). And the central and main part of the 
Chamberlinian theory of the consequences of product differentiation 
and the resulting, competing monopolies, is the analysis leading to its 
answer to this question. 

In this analysis, moreover, an essential role is played by the assump- 
tion of ''free entry^^ of new, additional competitors or firms into each 
general field of activity, or (nonhomogeneous and not very clearly de- 
fined or bounded) "industry,^* or "group^' of producers of diverse but, 
especially, closely similar or competitive products — "free entry^^ into 
every such "group^^ of additional members whenever and as long as 
those already in it are obtaining, and newcomers can expect, any "mo- 
nopoly profits^' or (in the economy as a whole) unusually high profits. 
To isolate the effect of the "monopoly'^ elements (market power due 
to product differentiation). Professor Chamberlin assumes that on the 
competitive side the competition is "perfect,’’ i.e., there is throughout 
the economy full prevalence of knowledge of all opportunities, mobil- 
ity, etc., and so in the long run, in each field or sector, a full (in one 
sense) response and adjustment of supply (the sum of the supplies of 
all products of this sector) to demand or the relevant set of demands, 
at "cost” prices (yielding no especially high profits). Although, for this 
reason, his competing monopolists in each sector cannot, bv exploiting 
their monopoly positions, continue to enjoy monopoly profits, they do 
bring about instead, through their efforts to obtain the highest possible 
profits, overcrowding of their sector with too many firms, all individually 
too small to be maximally efiicient, and, consequently, prevailing in- 
efficiency or low productivity, high costs and prices, limited earnings 
for all connected with the firms as employees or suppliers of any of 
their "inputs,” and restriction of the sector’s total output, from or with 
the resources employed in it, of satisfaction of the wants of the con- 
sumers. 

In essentials, the series of "adjustments” leading to those results is 
described as follows. Initially, each firm in a sector or "group,” having 
an advertised, unique product and a special market or body of customers 
who more or less strongly prefer this product to all rival products and 
will buy it even at relatively high prices, charges the price deemed 
likely — with allowance made for its effect on the firm’s volume of sales 
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— to be most profitable; i.e., the firm tries to so adjust its interdependent 
price and volume of business and output as to maximize its profits. Then, 
so long as the firms in the group, by doing this, are making profits above 
the level of those generally prevalent in the economy, the number of 
firms in this group will grow, as newcomers enter it. The latter — ^pro- 
ducers of still other, newer varieties of the species of products repre- 
sented in this group — will lure away some of the previous customers 
of the older firms in the group, or so reduce the demands for their 
products as to oblige them to make new decisions in the range between 
lowering their prices enough to maintain (or regain) their old volumes 
of business, and reducing their outputs to the amounts now salable (to 
their most loyal customers only) at their old prices. They will again 
try to find and choose the quantity-and-price combinations that will, 
under the new conditions, maximize their profits; this generally will 
mean cutting the prices somewhat, but also accepting some reductions 
of their sales and outputs. Further inflows of new competition, and 
further adjustments of the same kind, will continue until the prevailing 
rate of profit in the sector is no higher than it is in the rest of the 
economy. But on the way to this ^'equilibrium,’^ the growth of the 
number of firms in the sector and the shrinkage of each one’s sales, 
output, and size — because of its own monopolistic, profit-maximizing 
policies of sacrificing volume to high price maintenance — will have 
reduced its size below that required for most efficient operation and 
raised its cost of production per unit of output. The elimination of 
"monopoly profits,” by the growth of competition, is accomplished only 
in part through the limited price reductions, and for the rest through 
this rise of unit costs as the firms in the sector become more numerous, 
small, and inefficient. The proliferation of increasingly numerous, dif- 
ferentiated products and competing monopolies, and the splitting up 
of markets, and restrictions of output to maintain high prices result in 
an inefficient organization of the economy’s supplies of all the factors 
of production, in an excessive number of diverse enterprises, individu- 
ally not large enough fully to realize the potential economies of large- 
scale production. 

It is arguable that the degree of inefficiency in physical production 
thus brought about may be more than compensated, in the final reckon- 
ing with regard to the economic welfare of the people as consumers, 
by the great variety of specific products that is made available, and the 
resulting ability of each consumer to choose the ones — the exact varie- 
ties of all general types of products — ^which exactly suit his special tastes. 
Perhaps the higher costs and prices are worth paying for things pre- 
cisely suited to the wants of their buyers. An economy that practiced 
thoroughgoing standardization, and produced only a limited number 
of standard, uniform products, each turned out by a small number of 
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highly efficient, large-scale producers, might be able to make all those 
products very abundant, at very low unit costs and prices, and at the 
same time yield high incomes to the people. But the latter, if they could 
choose either system, might prefer the one giving them, though in 
lesser abundance and at higher costs (relative to their incomes), the 
wider range of choice and better opportunities to satisfy their different 
personal desires and tastes. In some conflict with this suggestion, how- 
ever, is the one that was mentioned earlier: that product differentiation 
and the concomitant advertising artificially create much of the great 
variety of fancied, special wants and tastes or preferences, in order to 
exploit them; and the usual further implication of this thought is that 
creating new wants in the people and then satisfying them does nothing 
to make the people better off or to enhance their welfare. But this too 
is open to dispute and doubt; perhaps to speak of ''creating wants'' is 
to exaggerate what advertising does. It may only stimulate the people 
to discover and develop their previously latent but inherent and real, 
potential wants; and perhaps by gaining a more full and exact aware- 
ness of, and satisfying, all the nuances of all their wants, they do gain 
a real enrichment of their lives. We are here again back in the field of 
discussion of peoples' "subjective" experiences and judgments, about 
which few statements can be made with justified, full confidence. But 
on the subject of advertising — ^most of which is closely connected with 
product differentiation and monopolistic competition — there is a fur- 
ther question, still rather about its relation to efficiency, or the purely 
"objective" aspect of "economy," as opposed to "waste." 

In a system of enterprises each monopolizing the business of supply- 
ing a differentiated product competitive with many others, and striving, 
through advertising, to increase and maintain its share of the public's 
patronage or the demand for its special product, which its rivals are 
trying to change into demands for their products — expensive advertis- 
ing and "selling effort" in general inevitably plays a very important 
role. Although no firm can accurately measure or gauge the effectiveness 
of its advertising outlays, no firm dares to dispense with or reduce them, 
since all its rivals are advertising their products lavishly and vigorously, 
and obliging it to do the same in self-defense. A substantial part of the 
potentially productive manpower and resources of the entire economy 
are thus employed not in producing products in response and adjust- 
ment to a stable existing set of demands for them, but in efforts and 
counterefforts to change, divert, or shift those demands in opposite 
directions. And in so far as these rival efforts counteract or neutralize 
each other — as they must to some great extent — the over-all result, it 
seems, must be a great, pure, social-economic waste, or wholly, in 
every sense, unproductive use of the mass of manpower and resources 
employed in this struggle, 
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I venture to think, however, that this conclusion of Chamterlinian 
theory probably is not entirely valid, or must be qualified to some extent, 
for the following reason. It would be entirely correct if we could assume 
the total volume of business (demand) available to all enterprises taken 
together, to be fixed or constant, or unaffected by their rival advertising 
and selling efforts. But I think it is likely that advertising as an aspect 
of all modern, competitive, enterprising, and progressive capitalism has 
played an important role as a contributing cause of all economic prog- 
ress in societies having or developing economic systems of this type, 
by stimulating growth or expansion and multiplication of the economic 
wants and ambitions of the people and causing them to become in- 
creasingly industrious, thrifty, enterprising, and productive, in conse- 
quence of their rising and proliferating wants and desires to enlarge 
their earnings and improve their living standards. In all ancient, un- 
awakened, undeveloped, and unprogressive societies, accustomed and 
resigned to mass poverty, the demands or desires of the people for all 
economic goods are (or were) as restricted as their earnings; hence their 
often abundant economic resources and potential productive powers 
have remained unused. Stimulation of the growth of wants is one of 
the activities and achievements needed to bring about economic prog- 
ress; and in the measure in which advertising fulfills this function, it 
is indirectly productive, for or in the whole economy, and so does not 
represent fure 'waste.'' Moreover, we may in this connection see at 
least a partial validation of the standard defensive claim of people in 
the advertising business or profession, that effective advertising does 
not add its costs to the costs and prices of the goods concerned but, by 
enlarging volumes of sales and production, lowers per unit production 
costs (through the economies of large-scale production), so that the 
additional costs of the advertising as such are thus offset or absorbed. 
And in seeing that there may be truth in this contention, we may see 
reason to abate or lessen the charge against monopolistic competition 
that, where there is "free entry" of new competitors into group fields 
of enterprise, and the existing firms in each group use their monopoly 
power (built up and maintained by product differentiation and advertis- 
ing) to try to maintain high prices and profits, the firms become too 
numerous and small and therefore inefficient, high-cost producers. In 
so far as advertising has at the same time also this other effect, of en- 
larging each firm's volume of business as a part of a not static but grow- 
ing total volume of business for all firms together, in every group and 
in the whole economy, there is here a counterprocess at work, in some 
degree counteracting that process described in monopolistic-competition 
theory, of shrinkage of firms to inefficient sizes owing to growth of 
numbers. 

In sum, then, it seems to me that the furely economic case against 
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advertising, or charge that it is economically unproductive or 'wasteful, 
remains unproved; its results in this regard are so mixed or complex that 
the full net sum of them all cannot be known. The clear evils in the 
phenomena of advertising are not economic but aesthetic, ethical, and 
cultural evils; the flood of assaults upon the eyes and ears, attention, 
minds, and emotions of the people, with lurid, tawdry, and ugly appeals, 
often to their lowest, least worthy motives, and the flooding of all the 
mass media of communication and culture, or all mass culture, with 
deplorable cultural junk. There is nothing to be said in extenuation or 
palliation of the very severe indictment that is justly directed, on this 
score, against this set or range of the results of aggressively enterprising 
and competitive capitalism or business enterprise, except that the lat- 
ter s role in the matter is only to develop and magnify, in the process of 
responding or catering to and exploiting for gain, many of the most 
unadmirable, generally or widely prevalent traits of most ^Tuman na- 
ture.^' There is no doubt I think that ''the system'' in this aspect does 
foster economic progress — at this cultural cost. Perhaps the cost is too 
great; but I can conceive of no other promising way of working to reduce 
it than through efforts to more fully and truly educate or civilize or 
acculturate the people generally and the businessmen and admen, or 
to imbue them all with higher cultural standards or truer perceptions 
and appreciations of all real values. To change "the system" or move far 
away from laissez fairs or "free enterprise" into public control — beyond 
the desirable stage of prohibiting and preventing demonstrably fraudu- 
lent, untruthful, or dishonest advertising, making false claims for the 
advertised products and insinuations against rival products — could not 
be relied upon to improve the situation. In a democracy this would 
merely change market competition into political competition to control 
or influence the public legislation and administrative controlling agen- 
cies, and replace the not-allowed forms of commercial advertising with 
political propaganda having the same objectives; and this would hardly 
be a real improvement. A system of nonpolitical, i.e., undemocratic, 
control measures would mean giving to a dictator, or group of dictators, 
absolute power to control the tastes or values of the people and/or the 
over-all pattern of all economic activities — the allocation of society's 
manpower and resources into different employments. A progressive 
socialist regime or economy would need and be certain to carry on ex- 
tensive and intensive advertising or propaganda to develop and enlarge 
the wants and demands of the people in harmony with the growth and 
balance of production; and the cultural effects of this absolute monopoly 
might well be worse, and could not be counted on to be any better, 
than those of monopolistic competition. 

Let me now, however, drop the special subject of advertising, and 
turn to an interesting and important criticism which has been made, by 
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a greater and very different modern economic theorist, the late J. A. 
Schumpeter, of Chamberlin's entire, basic, theoretical appraisal or 
assessment of 'monopolistic" as opposed to "pure" competition; this 
criticism involves a defense, from the standpoint of the public interest, 
of competing monopolies. The Chamberlinian analysis, which has 
now all been summarized here, is in the field or on the plane of "static" 
analysis, concerned only with the processes of adjustment, or changes 
or movements into "equilibrium," of the volumes, costs, and rewards 
or attractions of activity in different fields, under assumed-to-be given 
and (over time) unchanging basic general conditions in the economy 
as a whole. Within that context or frame of reference or upon its "static" 
assumptions, the analysis demonstrates that the possessions and uses 
of degrees of monopoly power by individual firms, together with the 
formations of new, additional, competing monopolies in especially 
profitable fields, make the finally resulting ("equilibrium") adjustments 
less beneficial to the economic welfare of the consuming public than 
would be those to which "pure" competition would lead. As the com- 
peting monopolies become unduly numerous, small, and inefficient, 
the public has to pay high prices to cover the high costs of inefficient 
production (though not in the end to support "monopoly profits"), and 
its wants in general are less fully satisfied. 

Now Professor Schumpeter s main theoretical work was in the differ- 
ent field of not "static" or "equilibrium" theory, but theory of the "dy- 
namic," historical, and on-going temporal process of progressive 
"economic development" within or under "capitalism." He conceived 
this as a process in which (some leading) firms or enterprises do not 
merely adjust or adapt their plans and activities to existing general con- 
ditions, but by changing and improving their products, organizations, 
and means and methods of production, help to bring about, over time, 
progressive changes of those very conditions to which all adjustments 
within the system must be made. Thus, while granting the validity of 
the Chamberlinian thesis within its own "static" frame of reference, the 
"Schumpeterian" view insists that precisely the phenomena of monopo- 
listic competition above all others need rather to be analyzed in the 
different context of theory of economic "development" or progress if 
they are to be adequately and properly understood and appraised. Firms, 
by introducing new or improved products, or more efficient ways of 
producing any products, at first gain temporary positions of more or 
less monopoly or special advantage, until other rival "innovators" match 
or surpass their "innovations"; it is thus that progress, under capitalism, 
comes about, and the fact that now some and later some other firms 
have limited monopoly powers and make extra profits while they last, 
is an essential feature of the process. Moreover, Schumpeter argued, 
from the public standpoint this very feature is not at all regrettable, 
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but is useful or beneficial, because progress depends upon it. Invest- 
ments in research and development and 'pioneering’’ with new products 
and ways of producing products entail risks of capital loss, and would 
not be made to the same extent without the incentive of the prospect 
of a period of monopoly and extra profit in the event of success. The 
first takers of each step of progress exact high prices and profits from 
the public while they can, i.e., until the competition they must meet 
acquires equal or superior advantages, and grows in volume to the point 
of forcing their charges down to the level of their costs, or eliminating 
them; but the public’s gains in the long run from all the progress that 
is thus rewarded, stimulated, and induced are more than worth all that 
it pays for them. At least a good deal of validity and weight must, I think, 
be granted to this argument. 

But I must conclude this chapter with final comments pertaining 
to two general questions. How important are the new discoveries, in 
Chamberlin’s theory, of the differences of all such competition as ac- 
tually prevails in the business economy, from the ideal competition 
which generally tended or appeared to be assumed in most nineteenth- 
century economic theory? And how far, if at all, do these new dis- 
coveries logically oblige the modern political economist to move away 
from adherence to the old economic liberalism into advocacy of new 
public controls, in the place of reliance on market competition, to pro- 
ect the public interest? My answer to the first of those questions will 
lead into my answer to the second. I think the over-all difference be- 
tween the old classical and neo-classical view and our new modern 
view of the "competitive” economy can be characterized as follows. The 
old view was like the result of looking at the system from a remote dis- 
tance, through a telescope; it brought into clear focus, and mainly em- 
phasized, only the main general "tendencies” in the working of the 
system — the results (mainly beneficial adjustments for the public) 
which "competition” as such generally "tended” to bring about; though 
it was realized in a general way that in the real world with its detailed 
crudities these "tendencies” did not go all the way to exact, complete 
attainment of their own logical end-results. In contrast, the new modern 
view of these matters is like the result of looking successively at all the 
small parts of the system from "close-up” positions, through a micro- 
scope; the detailed characters and results of all the "flaws” or "impuri- 
ties” in real-world competition are made fully evident. 

What is thus achieved is a quite substantial advance into a more 
complete and accurate analysis. But it is too easily possible for this new 
view to carry with it a degree of loss of perspective, or of a true sense of 
proportion — an exaggerated sense of the importance of even the most 
minor "flaws,” and partial failure to keep in view and duly emphasize 
the main, broad, general "tendencies,” described in traditional theory 
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and still now, as then, really operative to no small extent in the real 
economy, even though not so fully as may once have been supposed. 
I do not mean that all the ‘^flaws' are by any means of negligible im- 
portance, in all connections. ''Oligopoly^^ is in many industries and 
markets a quite important, serious phenomenon or set of phenomena, 
giving rise to results often very considerably unlike those that a miS' 
applied theory of 'pure'' competition in these fields would predict, and 
in some ways less ideal from the standpoint of the public interest. And 
the seriousness of the degrees of monopoly power, of competing mo- 
nopolists, achieved through product differentiation, varies I think from 
trivial in many cases to fairly great in the limited number of cases at 
or near the other end of this spectrum, i.e., the cases in or nearly in the 
old familiar category of simple outright "monopoly" — the one-firm "in- 
dustry," or sole supplier of "a product" as "products" are commonly, not 
finely, classified, where there is competition only with other quite 
different, though in some uses substitutable, products. But on the 
whole, I do not think the complete, real picture is by any means so 
black as it is often painted by those who conclude that no modern busi- 
ness economy is really at all like the (tolerably well, in the public in- 
terest) self-adjusting or self-regulating, competitive system of the Adam 
Smithian vision. It is foolish utopianism to expect any real system not 
to be full of more or less serious "flaws," and to condemn it wholly for 
being so; or to conclude at once that because it has these "flaws," it must 
and can be replaced by or transformed into some very different and 
much better system. But this brings me to my final question, of the 
relevance of all this for the public-policy thinking of economists. 

Chamberlin, let me say at once in passing, has never leaned at all 
toward the utopianism and radicalism that I have just been criticizing; 
but, retaining as his personal outlook what I also personally regard as 
a sound perspective or sense of proportion, he has kept his political 
stance relatively conservative, or liberal in the classical sense. He con- 
ceived his new structure of economic theory simply as an advance 
beyond traditional theory, into a more detailed, complete, and accurate 
analysis of the realities of business competition, and not as a wholly 
new vision and analysis pointing to a need for a sweeping, radical pro- 
gram of reform. But let me, without further involving him in this 
discussion, try to indicate the basis of my own relative "conservatism" 
in that sense. 

It is one thing to find that most real-world competition is "impure," 
or mixed with elements of monopoly power in the hands of the com- 
peting firms, and therefore does not fully or perfectly protect the public 
interest or common welfare; and it is quite another thing to decide that 
something, and decide what, should and can be done about it. In the 
American environment, pervaded by much popular belief in the need 
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for governmental action against all monopolies and for preservation of 
a competitive economy, the discovery that monopolies exist not only in 
industries entirely controlled by single firms or by ''combinations in 
restraint of trade/’ but are ubiquitous throughout the economy although 
generally combined with much competition has tended to introduce 
confusion into public and judicial thought concerned with developing 
and applying "antitrust” policy. Should the legal definition of "mo- 
nopoly” as a legally forbidden thing be revised and broadened into 
agreement with the new economic definition, with the result of ex- 
posing most business firms to possible prosecution in the courts for 
having and using monopoly powers? Or should the public policy 
against monopolies be abandoned as impractical in view of the uni- 
versality of what it seeks to prevent? Somewhere in the range between 
these extremes — though just where is still unclear — the sensible answer 
in the development of "antitrust” law and policy will probably be found. 
Though at its potential best this body of law and policy is certain to 
fall a long way short of complete effectiveness, it need not be by any 
means useless. The worst abuses — generally falling within or near the 
old familiar categories — can be prevented or at least kept limited, and 
through appropriate, limited extensions of the scope of the legal pro- 
hibition in some directions, a useful, more widely deterrent influence 
can be exerted against socially undesirable developments of the business 
policies of many firms. But the exposure, by the new economic theory, 
of the limitations of "antitrust” has been viewed in some quarters as 
indicating that public policy should 'turn rather toward regulation of 
the investment, output, and price policies of all firms having significant 
degrees of monopoly or market power. This I think would be extremely 
unwise, for reasons that I now wish to indicate. 

Even with all its "flaws,” the market competition that is still generally 
prevalent is a real system of "checks and balances,” limiting the powers 
of all unit-actors in the markets to control or affect conditions there and 
gain at others’ or the public’s expense or without making productive 
contributions to the common wealth more or less nearly proportionate 
to their gains. It is well to know in full detail just how imperfectly the 
actual "checks and balances” work, or serve the public interest; but it 
does not follow from all such knowledge, and I do not believe, that any 
system of public controls could, in practice, work as well in the public 
interest. For the public agencies that would have to exercise this great 
extension of governmental authority in or over the economy, and the 
interest pressure groups that inevitably would influence the required 
legislation and the policies of those agencies, would represent greater 
concentrations of power, less subject to control by any good system of 
"checks and balances,” than can be found in the economy or market 
system, in the hands of any (the most potent) unit-actors there, with 
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the checks imposed on them by competition. The contrary view in- 
volves, I think, both excessive pessimism about the ability of the market 
competition that is actually prevalent to (largely) protect and serve the 
public interest, and excessive optimism about the ability of political 
democracy to make legal public controls serve the same purpose better 
or as well. 

Nor is it possible, I think, to have much confidence in another con- 
trol mechanism” which has been described and praised as an alterna- 
tive to both market competition and direct public regulation of supplies 
and prices. Another modern economist, J. K. Galbraith, holding that 
modern market competition is nearly nonexistent or of little value, has 
developed a theory that it is being superseded, with generally good 
results, by the growth in the American economy of a system of ‘coun- 
tervailing power — a counterbalancing and checking of the power of 
every powerful organized group by that of an opposing group, on the 
other side of the same market or markets, not on the same side as in 
market competition. Big business begets big labor, and big farm organi- 
zations, etc., and they all checkmate each other; the state can and should 
aid the weaker against the stronger parties, and make all these balances 
of power really balance. Though indeed these “tendencies” also do 
exist and Galbraith’s analysis of them is of much real interest, I can 
see no assurance of a good set of results for the public, emerging sim'ply 
from them, necessarily. Group power does not always or reliably en- 
gender a neither less nor more than equal opposing power; and the 
interventions of a democratic state in these power struggles are more 
likely to throw its support to the groups with the greatest political 
power, than to those that on an impartial view most need and deserve 
it. (Surely political power at least often varies directly, rather than 
inversely, with economic power.) Moreover, the consuming public as 
a whole is too large and amorphous to be able to unite and develop its 
own share of “countervailing power”; and the potent groups all tend 
to find alleviation of their mutual conflicts in or through joint exploita- 
tion of the consuming public. Finally, even a truly comprehensive and 
well-balanced system of this kind, if it could be achieved, would tend 
to produce not a continuous practice on all sides of the adequate, mutual 
concessions or accommodations needed to generally maximize the wealth 
and welfare of the entire community; but rather alternations of situa 
tions of tense, uneasy stalemate or deadlock and truce, with recurrent 
outbreaks of destructive warfare. That is, such must be the result if 
each group simply pursues its own narrowly selfish collective interest, 
with no other scruples of restraints than those dictated by cold calcula- 
tions of advantage or expediency. But the mention of that “if” brings 
me to my own idea of the direction in which we should look for the 
best, perhaps attainable “solution” of this set of problems, posed by the 
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deficiencies of both real market competition and the real phenomena 
of 'countervailing power/^ 

The assumption that all actors in an economic society aWays act on 
the lines of their own "self-interests ' or so as to "maximize their gains/' 
has always been and I think must remain a basic assumption of all 
economic theory. But in many applications it is or becomes a "tricky" 
assumption, open to a range of differing meanings or interpretations. 
In a "purely" or ideally competitive economy, with the "checks and 
balances" all working perfectly, there would not be this ambiguity; the 
completely effective competitive pressures around and against every 
actor in the system would impel him at each moment of decision to 
choose the single, uniquely determined course of action clearly of great- 
est advantage or least disadvantage to him. But possession of a degree 
of monopoly power or market power gives freedom to choose, within a 
certain range, among different business policies as to output, price, etc., 
none of which is sure to be defeated by such competition as must be 
met; and to aim at ''gain maximizing" in one or another of some differ- 
ent senses and ways. Possession of power also entails responsibilities 
to all who will be affected by its exercise, and tends to engender a 
variety of social pressures tending to enforce those responsibilities. And 
it may thus come to be in the truest, long-run "self-interest" of any 
powerful organization or group, not to maximize its current gains in 
the simple and obvious sense and way by fully exploiting its power 
position or always driving the roughest possible bargains with all with 
whom it has dealings; but instead, to develop or cultivate the best pos- 
sible "public relations" with all and sundry, earn general good will 
from all, and thus most truly in the long run maximize the gains result- 
ing from appreciated services. Though there is much cant in the com- 
mon talk of American businessmen about being in business to serve 
their fellow men (and thus earn profits), and managing their firms as 
socially responsible "industrial statesmen," and the like, I do not think 
this is all pure cant. It is a partly true, though overidealized description 
of widespread, genuine attitudes and actual practices, resulting from 
the economic-and-sociological facts that I have just mentioned. And I 
think an evolution into fuller, more consistent practice of this kind of 
behavior by firms and all organizations or groups having power posi- 
tions — limited but left significant by either or both the market competi- 
tion or/and the "countervailing powers" they have to contend with — 
is an evolution which can be hoped for, and be aided by advancement 
and diffusion of appropriate "education" or "enlightenment" of all into 
better understanding of the ultimate harmonies of their true self-inter- 
ests and those of their organizations or groups with the requirements 
of the public interest or general welfare of society, and their social or 
civic responsibilities. Of course, no utopia is attainable on this road 
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either — as none is attainable at all; hut I think that private freedoms 
and the public ^velfare can be reconciled and advanced together, only 
if and in so far as progress can be made along this road. 

Our attention will now be turned, however, to the problems of eco- 
nomic theory and policy, and the new, modem system of theory or 
analysis, body of knowledge, and policy program, pertaining to these 
other problems, which have been developed by the late Lord Keynes 
and the numerous economists advancing further on the lines of study 
and reflection which he opened up. 
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CHAPTER 17 


Recent Developments of New 
Economic Theories Relevant to 
Problems of Public Policy: Keynesian 
Economics 


INTRODUCTORY REMARKS ABOUT TWO FIELDS OR PARTS 
OF ECONOMIC THEORY: THEORY OF ‘ VALUE 
ETC., AND ''aggregative'' THEORY 

The reader may perhaps welcome a restatement at this point of the 
distinction, which was indicated earlier, between the fields, or parts of 
the total field, of economic theory in which the new modern advance 
that was discussed in the last chapter and the one to be discussed in 
this chapter respectively belong. The theory of ‘monopolistic competi- 
tion'’ improves the part or branch of main-tradition economic theory 
concerned with “value and (income) distribution"; i.e., with those 
processes of adjustment, in the “automatic" working of the economic 
system of private enterprises and (more or less) competitive markets, 
which involve and affect the interrelations and interadjustments among 
the many diverse, limited, particular parts of the entire system; the 
particular demands for and supplies and prices of all its diverse particu- 
lar products — adjustments of particular industries and firms to their 
markets — and demands for and supplies of and rates of (income) pay- 
ment for the productive services of all the different “factors of produc- 
tion," in all their different employments, and local or regional parts of 
the economy. 

In contrast, Keynesian theory is a new development — revival, radical 
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revision, and extensive further development — of another part, side, or 
branch of ‘ classicah' or main-tradition theory, which is commonly 
described as ^ aggregative’^ theory or analysis. This deals with the entire 
system’s over-all performance as affected by the interrelations and inter- 
adjustments of a small number of variable, total quantities emerging in 
the system as a whole: its total output C^he aggregate supply of all 
products taken together); the total demand for them all, or flow of 
money in the system in all sales or purchases; the general levels of all 
product prices, wage rates, interest rates, and profit rates; and the popu- 
lation’s total money-income, consumption spending, saving, investment 
spending, and the volumes of employment and unemployment of labor 
and productive resources. 

Now there was already within the early 'classical” economics of the 
first decades of the nineteenth century, a limited, rudimentary develop- 
ment of its own "aggregative” part or aspect, about the over-all working 
of the system and the interrelations, etc., of some of those total or "ag- 
gregate” variables. But in most of the subsequent further development 
of "orthodox,” main-tradition economic theory, through a century and 
more — from the 1820s to the 1930s — that originally included structure 
of "aggregative” theory generally received but little attention or develop- 
ment. 

The other field, or part of theory, about "value and distribution” or 
the relations and adjustments among the prices of the system’s different 
particular products and different kinds of productive services, and so 
on, almost monopolized the attention of most "orthodox” theorists 
throughout that long interval. That situation came about largely be- 
cause it was mistakenly believed that the early "classical” theorists had 
already fully and finally solved the main, central, or key problem in 
the field of "aggregative” theory, or rather shown it to be no real prob- 
lem at all. Lord Keynes, however, in his final masterwork. The General 
Theory of Employment, Interest, and Money, ^ dispelled that illusion 
and brought "aggregative” theory, in the new, formidable shape which 
he gave it, again into the foreground of attention. But before I take up 
or say more about that "central problem” and the early, false disposal 
of it and the new view of it that is centrally involved in the Keynesian 
system, let me first speak about another aspect of the historic background 
or antecedents and genesis of the latter. 

^The General Theory of Employment, Interest, and Money (New York: Har- 
court, Brace and Company, Inc., 1936). Though the ideas in this work by Keynes 
had great originality and novelty within the English-speaking world, there had 
been important, much earlier, partial anticipations in the works of various eminent 
Continental European economists, especially Wicksell and his Swedish followers. 
See J. A. Schumpeter, History of Economic Analysis (New York: Oxford Uni- 
versity Press, 1954), p. 1085. 
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THE ANTECEDENT BACKGROUND OE KEYNESIAN THEORY 
IN TRADITIONAL MONETARY THEORY 

The brilliant English economist, John Maynard Keynes, who became 
''Lord Keynes^' only in the last years of his life, was at first a leader 
among the pupils and successors of Alfred Marshall, and a specialist 
in the field of monetary theory, or the study of monetary and financial 
systems and affairs. Now that specialty, monetary theory, was tradi- 
tionally regarded by most economists as a thing wholly outside or apart 
from the field of all general and fundamental economic theory. For the 
early classical economists, in their reaction against mercantilist thought 
with its tendencies to confuse the money-values with the real amounts 
of wealth produced and acquired in the economy, had tried to erect, 
and their successors generally had tried to maintain, a watertight parti- 
tion, so to speak, between the special theory of the causes and effects of 
variations of the economy’s supply of money and the value or buying 
power of the money-unit or the general level of all money-prices, on 
the one hand; and on the other, the general, main body or system of 
economic theory, conceived as properly concerned not with the mone- 
tary but only with the "real,” nonmonetary, economic variables — 
amounts of labor-time and material resources employed in producing 
goods, physical volumes of the goods produced, and "values” of the 
latter (per unit amount of each) not in the sense of absolute money- 
prices hut in the sense of the relative or comparative prices, only, of 
the different goods, or in other words their exchange values among 
themselves or in terms of each other; and the "real” (not money) in- 
comes of the people, in terms of quantities of goods obtained. 

I shall very soon return to this matter and more fully explain the 
considerations and views which led to that insistence on rigidly sepa- 
rating the special theory of the money-system and the general theory 
of the "real” economic system; and the results it led to in the develop- 
ments of both. But first let me say in the present connection, that for 
the monetary theorists in their work as such, it narrowly circumscribed 
the "authorized” field of their interests and inquiries in a way which 
prevented adequate study of many matters relevant to their allotted 
task, and which Keynes found intolerable. Hence in the development 
of his work and thought, though he was at first only and long mainly 
a monetary theorist, he in time broke through and beyond the traditional 
barrier between that field and general economic theory, embraced them 
both together in or as his field of interest, and in a sense reunited them. 
And incidentally, this led to some degree of rehabilitation, in Keynesian 
thought, of some old elements of mercantilist thought which the classical 
tradition too sweepingly rejected. 

But let me now first briefly notice a few further biographical facts 
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about Keynes and his career, down to the production of his final great 
work, The General Theory — which inaugurated the '‘Keynesian Revo- 
lution’^ — before taking up in detail the classical tradition and Keynes’ 
work in monetary theory. In the early years of his adult life he was a 
distinguished young Cambridge don, who quickly became noted for 
both his wide-ranging and impressive, scholarly and theoretical attain- 
ments, and great, practical business and financial abilities. For a time 
in charge of the finances of his college, he greatly increased its income 
by skillful and wise investments of its capital funds; and in the course 
of his life he built up a modest but substantial private fortune of his 
own by shrewd investments of his own savings. And soon — though 
always primarily a devoted scholar and brilliant theoretician — ^he moved 
beyond purely academic life into expert, advisory, or consultative work 
for his country’s government, its treasury department, and the Bank of 
England. Before going far into that field of work, however, he produced 
his first important, brilliant and solid, book in the field of pure research 
and analysis — his study of Indian Currency and Finance,^ which earned 
for him his wide fame among or with the world’s professional econo- 
mists. Later, after the First World War, he went to the Versailles Peace 
Conference as one of the expert advisors of the British delegation; but 
in the decisions on the reparations clauses of the treaty concluded there 
with Weimar Germany, his advice was rejected, and he strongly dis- 
approved of those provisions of the treaty. Soon afterward, he leaped 
into world-wide fame with the general public as well as with economists, 
when he published his book. The Economic Consequences of the 
Peace, ^ severely criticizing those decisions made at Versailles, and 
generally predicting the serious, unhappy consequences which in fact 
ensued. And there was in that book, besides its direct treatment of 
those specific issues, a very broad and penetrating analytical survey of 
the past and current and prospective state of the "capitalistic” world- 
economy and its main general problems, which in a measure anticipated 
some of the basic elements of his much later General Theory, 

Through the 1920s and well into the thirties, however, Keynes con- 
tinued or resumed his more restricted lines of work on English and 
international problems of monetary theory and policy. One of his 
published writings in this period was a critical pamphlet on England’s 
(1925) restoration of the prewar "sterling parity,”^ which he held to 
be a mistake and a serious, contributing cause of the British depression 

^J. M. Keynes, Indian Currency and Finance (London: Macmillan & Co., 
Ltd., 1913)* 

® J. M. Keynes, The Economic Consequences of the Peace (London: Mac- 
millan & Co., Ltd., 1920). 

* J. M. Keynes, The Economic Consequences of Sterling Parity (New York: 
Harcourt, Brace and Company, Inc., 1925), also published in England as The 
Economic Consequences of Mr. Churchill (London: L. and V. Woolf, 1925). 
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and severe unemployment all through that decade, which was in the 
world at large a highly prosperous one. Another was his richly sug- 
gestive little tract on Monetary Reform,^ which further revealed the 
growing divergence of his views from traditional monetary and financial 
'hrthodoxy.^’ His crowning work in this whole field — his monetary 
specialty — was his large and impressive A Treatise on Money produced 
at the beginning of the 1930s; which even today a few good economists, 
too conservative politically and otherwise to relish the later ''Keynesian 
revolution’' which stemmed only from the subsequent General Theory, 
prefer to the latter and regard as Keynes’ greatest work. But Keynes 
himself was radically dissatisfied with his Treatise, which did have 
serious defects as well as great merits, and turned away from its lines 
of analysis to the new and different ones — more boldly ranging beyond 
monetary into general economic theory — which he worked out and ex- 
pressed in The General Theory, The latter, appearing in 1936, in the 
middle or depths of the Great Depression, and addressing itself directly 
to the problems posed to economists and to governments by that dire 
event, made an immediate impact on both professional and public 
opinion, such as very few works by economists have ever made. But 
now I must return to the background of Keynes’ earlier work as a mone- 
tary theorist, struggling with and gradually diverging from the "ortho- 
dox,” traditional views of and in that special field. 

Behind those older views lay, as I said before, the continuing inheri- 
tance from the early classical determination to keep monetary theory 
and general economic theory strictly separate and apart from each other. 
Now to a considerable extent there was good sense in the ideas which 
motivated that determination. One part of the ground for it lay in the 
fact, of which antimercantilist, early-classical theorists were so keenly 
aware, that because the value or buying power of money itself is varia- 
ble, the money-values of things are variable, unreliable, and deceptive 
as measures of the amounts of wealth they really represent; and any 
confused union or blend of thinking about money and about wealth in 
general would always lead to confused, unsound economic theories, 
and arguments about and decisions upon public policies. 

But a further, second, less fully valid part of the basis of the classical 
position was the doctrine that money’s only role or function in the 
economic system is that of serving as the "medium of exchange,” or 
facilitating the process of "exchanging” all the different "real” goods or 
forms of wealth for each other. Money as such or in itself, this view 
insisted, is not really "wealth” at all, i.e., it has no use value or utility 

® J. M. Keynes, Monetary Reform (New York: Harcourt, Brace and Company, 
Inc., 1924). 

® J. M. Keynes, A Treatise on Money (New York: Harcourt, Brace and Com- 
pany, Inc., 1930). 
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of its own. It is wanted not for itself but only as a means of obtaining 
other things; and hence the sale of anything for money is only a first 
step on the way to getting the other things which the money will be 
used to buy, which are more wanted by the seller than the thing he is 
selling, and will be his final and real 'payment'* for that. All commerce 
is "really" a process of "exchanging" goods for other goods, through the 
"medium" or intermediation of money-sales and purchases. Money is 
nothing but a set of "tickets," obtained by selling goods or services and 
useful only for buying other goods or services. 

Moreover, from that view the conclusion was drawn that, since no 
receiver of money gets any real benefit from it until he spends it, every- 
one receiving money will always pretty soon or promptly spend all he 
gets, either on consumption or on investment goods; any tendencies 
that any of the people may have to retain and accumulate or "hoard" 
money are irrational and must be, in extent, negligible. Money then, 
according to this classical outlook, was merely a "lubricant" for the 
wheels of the "real" economic system or machine and process, con- 
cerned with the production, exchanges, distribution, and consumption 
of all the diverse goods making up the stock and flow of all "real" wealth. 
And the main body of general and fundamental economic theory should 
be a theory of the "real" components, structure, operation, and results 
of the system; whereas the theory of money and everything essentially 
connected with it should be merely a separate, special theory of the 
system's "lubricating" system, and the possible disorders in or malfunc- 
tionings of that system which could cause abnormal developments in 
the working and results of the main, "real" system, and the needed 
policies for prevention thereof, or proper control of the supply and 
value of money, to keep it playing only its appropriate "neutral" role. 

Now in monetary theory as developed in line with those views, the 
central doctrine came to be "the quantity theory" of what governs 
the value (in other goods) of the unit of money (dollar, pound, franc, 
or what not), or the converse or reciprocal of that, the general level 
(generally upward or downward changes) of the prices (in money) of 
all other goods. According to the "quantity theory," the wholly or almost 
wholly controlling variable in this matter is the amount (number of 
units) of money "in circulation" in a country or community; substan- 
tially or more or less exactly, the general buying power of the money- 
unit varies inversely, i.e., the general level of prices varies directly with 
the quantity of money in existence. This familiar doctrine needs to be 
distinguished from, not confused with, the equally familiar and asso- 
ciated "equations of exchange" — variant forms of a simple, general, 
comprehensive, mathematical equation — ^which came into use as ex- 
pository devices to explain and demonstrate the doctrine. 

Consider the most familiar "equation of exchange": MV — PT, where 
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M represents the quantity of money; V, the (transactions) ^Velocity of 
circulation’' of the money (the frequency with which, through a given 
period of time, the average dollar ''changes hands” or is spent and re- 
spent by new owners in new transactions); P, the general price level; 
and T, the "volume of trade” or "size” of the "flow” of goods and services 
sold, during the period, for MV or the money-flow in the other direction. 
That MV must equal PT is obvious; for MV is the sum of the spendings 
of money or money spent in all the transactions during the period, and 
PT (all the quantities of things sold or bought times their prices) is 
the total money-value of all that is sold or bought during the period; 
the expressions on the two sides of the "equation” represent the same 
thing in different ways, and it is therefore really an identity, truism, or 
tautology. But it does not by itself at all prove "the quantity theory,” 
which asserts — if we take it literally, without any qualification — that 
changes of M are always the sole and fully effective cause of all changes 
of P; that P is bound to vary directly and correspondingly with the 
variations of M. 

Actually, the exponents of "the quantity theory” did always "qualify” 
it somewhat, or hold it to be only approximately true. But their convic- 
tion that it had to be very nearly or substantially true involved, in addi- 
tion to the truism expressed in the "equation of exchange,” a set of 
weakly grounded and not in fact reliably or even generally true assump- 
tions about the more specific relations among the "behaviors” of the 
individual variables. The causes of M’s changes were thought of as 
lying exclusively in events not indicated by or within the "equation,” 
e.g., in gold discoveries or international gold movements — changes of 
the world’s, or a particular country’s, supply or stock of the money metal 
or metals — or new or expanded issues or creations (or retirements) of 
paper money, or bank credit money, on the independent initiatives of 
governmental or central-bank authorities. In other words, M was con- 
sidered as the independent, active, and primary causative member of 
this group of variables; there was no recognition of the possibilities that 
M might be changed because T was growing and/or there were upward 
pressures on costs and prices (P) already, independently at work, and 
the need for more money to "finance” more transactions at a constant 
or rising price level would be met by decisions in the right, authoritative 
quarter to increase the money-supply, in response to other developments. 

Then there was a second, crucial assumption that V was virtually 
or nearly a constant, depending simply on the community’s relatively 
fixed or stable institutions, customs, and habits, as to the frequencies 
and timings of people’s paydays or receipts of installments of their 
money-incomes, and those of their purchases and payments for them, 
which would determine the sizes of the balances of cash they would 
need to keep on hand, and the rates at which they could turn over or 
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spend and replenish these balances. Everyone^s money was useless to 
him until it was spent; hence the volume of spending would always 
be as high as the people could afford and in constant ratio to their 
financial or monetary resources. If they acquired more money they 
would spend proportionately more, not disproportionately increase 
their useless, idle money-holdings; thus, V would be virtually constant. 
And finally, as regards T, the quantity or number of things being oflFered 
for sale per unit of time on the economy's markets, this was thought of 
as depending essentially on the economy's output or volume of produc- 
tion, which in turn was thought of as generally at or near the ^capacity" 
output of its labor force, productive equipment, and 'real" resources, 
and hence not subject to any marked, quick changes in response to 
those of the supply of money and flow of spending or demand, which 
therefore would exert their full effects simply on the level of prices. 

The deficiencies of "the quantity theory" were in fact results of the 
artificial isolation of monetary theory from general economic theory. 
It was a too simple and rigid, wooden, or mechanical theory of the 
supposed relations of monetary changes to or with other economic 
changes, because it was constructed without sufficient study of or 
thought about all the likely relevant changes of people's economic cir- 
cumstances, attitudes, and actions, and because too much of this broad 
subject matter was excluded from the specialty or field of attention of 
the monetary theorists. Thus Keynes, in the development of his work 
as a monetary theorist, got to the point of finding it necessary to break 
over into the most nearly related — the "aggregative" — ^branch of general 
economic theory, and to refashion or improve that also — at first, pri- 
marily in order to improve monetary theory. 

It was obvious, of course, that what, in the working of the economy, 
would directly affect the level of prices — and might well also affect 
many other things — ^was not simfly the quantity of money existing 
and "circulating" (more or less actively), hut the rate of flow of the 
money in or through or as the interconnected money-incomes and 
spendings or outlays of the people — the flow of money spent in efforts 
to buy things, which as "demand" for them would, along with their 
supply conditions, affect their prices. And it clearly was not an adequate 
analysis of all that could affect this all-important magnitude, the flow 
of money as income and outlay in the whole economy, to simply mul- 
tiply the stock of money by a supposedly more or less fixed multiple, 
the "velocity of circulation," and thus throw all the emphasis back upon 
the quantity or stock of money. An early starting point of the develop- 
ment of Keynesian thought in fact lay in the early departure from the 
notion of the constancy of money's "velocity of circulation," into em- 
phasis rather on the variability, and study of the causes of variations, 
of this variable, which already characterized the English-Cambridge, 
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Marshallian development of monetary theory, even before Keynes went 
on far beyond its standpoint. When he did go beyond that he eventually 
came to dislike the concept of ' velocity’' all together, and the entire 
approach through any * equation of exchange” associated with the (or 
even a modified) 'quantity theory”; he worked out instead his own 
quite new and different analysis of the ways in which the changing 
economic situations, prospects, and expectations of the people as con- 
sumers and of the economy’s business firms and investors, would cause 
them to change their decisions on their amounts of spending, in or for 
consumption, and in or for production — and thus change their con- 
tributions to each other’s incomes, and abilities to spend. But let us, in 
passing, glance for a moment at the old or early, Cambridge or Mar- 
shallian variant and modification of "the quantity theory” and "equation 
of exchange” approach, from which Keynes started. 

In that, a special stress was laid on study of the causes and effects of 
variations of the shares or fractions of their annual incomes which 
people, firms, and households would try to keep, on the average through 
each year, in their "cash balances,” to ensure their abilities to do their 
buying or spending at the necessary or most advantageous times, re- 
gardless of the timings of their receipts of new money-income. Now this 
variable, as a little reflection will make clear to the reader — the fraction 
of one’s income represented by his usual or average cash balance — is 
the reciprocal of a certain measure of the "velocity of circulation” of 
the money passing through his hands; i.e., it is not quite the transac- 
tions "velocity” already defined here, but the slightly different form, 
aspect, or measure of "velocity” that is called income-velocity. If we take 
(arbitrarily) a year as our unit of time, and suppose that a man’s in- 
come and outlay over the year is $5,000, and the figure at which on 
the average he maintains his cash balance is $500; then his balance 
"turns over” or is spent and replenished ten times in the year — the V 
multiplier which, when applied to the cash balance that he normally 
maintains, yields the "flow” of money through his balance or his income 
and outlay, is currently at the rate of ten per year. And if this individual 
decides, for any reason, to increase his cash balance and for a time at 
least maintain it at a larger figure relative to his income — he will, in 
executing this decision, necessarily curtail his flow of spending or rate 
of active use of his money — and will thereby also curtail the contribu- 
tions which his spendings make to other people’s incomes. To be sure, 
if only this one individual, in the whole economy, changes his behavior 
in this way, the main effects will be temporary or transitional, only. 
While he is building up his balance to the new higher figure, out of 
his income, his spendings are reduced; but later he can resume spending 
at an annual rate equal to his annual income — although maintaining 
his larger balance, with a decreased rate of "turnover” of it. The story 
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would be different, however, if in the whole economy its members 
generally became inclined to build up and thereafter maintain enlarged 
cash balances relative to their incomes. 

The sum of all the cash balances held as such at a given time by all 
the members of an economy or community is the entire stock of money 
then in existence in it as a whole. And if that total stock does not change, 
the owners of those parts of it cannot all or generally, simultaneously 
increase the absolute sizes or amounts of their cash balances. If they 
try to do so, however, through the only possible form this effort can 
take, i.e., by reducing their expenditures or outlays — they mutually 
reduce each other s money-incomes. And this does result in a general 
increase of the ratios of their cash balances to their incomes and outlays 
per unit of time — an increase of which the other aspect is a correspond- 
ing decrease of the income-velocity of circulation of the existing quan- 
tity of money, i.e,, a decrease of the aggregate money-income of the 
entire community or population, to a smaller multiple of that un- 
changed, existing quantity of money, in the people's balances. More- 
over, if the shrinkage of the total money-flow as demand (at the old 
level of prices) for all things coming onto the markets, results in a 
corresponding, general decline of prices, the people are not generally 
in the end worse off as regards their incomes in 'real" terms. The real 
values, or buying powers, of their reduced money-incomes, will be on 
the average as large as before; and the real values in the same sense of 
their cash balances — containing on the average the same amounts of 
money as before, but now representing larger fractions of their owners' 
money-incomes — will be greater than before. Prevalent efforts to in- 
crease cash balances have the effects of reducing money-outlays and 
incomes and prices, and increasing, though not the absolute amounts 
(in money) of the cash balances, their ratios to the money-incomes and 
outlays of their owners, and the real values of the balances, hence the 
amounts of security and other advantages or benefits of whatever desired 
kinds they confer on their owners. 

It was really a stroke of genius which led Marshall and his pupils to 
all this, their special, "cash-balances" form or variant or modification 
of the old "quantity theory" about money and the price level. For with 
that "reversed" or "inverted" form of the (income-) "velocity of circula- 
tion" concept, and way of treating it as not a near-constant but a very 
significant variable, and working to study and analyze all the possible 
causes and effects of its variations — they developed a new and more 
fruitful form of monetary theory, which initially served Keynes as the 
suggestive starting point from which he eventually went on to a newer, 
again different, and still better theory. The merit of the "cash-balances" 
theory from which he started (in his early work as a monetary theorist) 
was that it not only recognized the variability, and importance of the 
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variations, of money’s 'Velocity of circulation”; but it opened up a view 
of the causes of those variations, in the changes of prevalent economic 
conditions and prospects or expectations, and the resulting desires and 
behavior of the people; and thus in a great measure it prepared the way 
for Keynes’ eventual "reunion” of monetary theory with (‘aggrega- 
tive”) general economic theory. 

Before going farther, however, let me point out more fully the con- 
trast between the Marshallian ("cash-balances”) view and the early- 
classical view of money "as such” and its significance (that of their 
amounts of it, in their balances) for people’s desires and satisfactions, 
and its role in the economy. As we saw, the early classical view insisted 
that money "as such” could have no real significance, or utility of its 
own, or play any further role beyond that of serving as the "medium 
of exchange” or intermediate link in the alone-important "exchanges” 
of items of "real” wealth for each other. No one would ever keep in 
his "balance” of money on hand any more money than he had to have 
there — the rather constant, strictly minimal amount required by his 
needs to be able to make purchases in the intervals between the receipts 
from his sales. For (as the early classicists reasoned) since no one could 
realize any benefit from money except by spending it for (or "investing” 
it in) other things — forms or items of "real” wealth, alone of any real 
use or benefit to their owners — all monies received would always be 
spent or "invested” as fully and as soon as possible. But this early clas- 
sical view was unduly narrow or one-sided — overstressing its valid point 
and neglecting all others — to the point of being in definite error. It de- 
nied or overlooked the important range of facts — later brought into view 
in the Marshallian "cash-balances” theory — from which it follows that 
people’s (appropriately varying and often substantial) holdings of 
money "as such” often have for them important, direct utilities or ad- 
vantages of several kinds. Actual money (cash) "on hand” may be de- 
scribed as general wealth, usable at any time for any purpose, in con- 
trast with (severally) all specific forms or items of "real” (nonmonetary) 
wealth, which can yield only their specific or restricted kinds of utility 
and no others, and cannot always be resold promptly or at all for even 
the amounts of money previously spent for them, and need if possible 
to be bought and sold only at the right times, of low and high prices, 
respectively, for them. In other words, money is "liquid” wealth in con- 
trast with wealth "frozen” in specific forms; and there generally are vari- 
ous valid economic reasons for decisions by people to hold significant, 
varying amounts, or fractional parts of their total amounts of income and 
wealth of all kinds, in the "liquid,” general or nonspecialized, or mone- 
tary form; i.e., not only to be in positions to do necessary spending at 
times of no current money-income receipts; but also to be in positions 
to await and seize the best opportunities or moments to invest in other 
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assets when they are cheap and their income-yields and money-values 
promise to rise; and at other times to be or become 'more liquid'' and 
secure, when other assets threaten to depreciate (lose money-value) 
and money per contra promises to appreciate (gain increasing real value 
or buying power). 

In sum, there is here an important general truth, which mercantilist 
thought in its primitive way recognized but exaggerated and distorted; 
which early-classical theory in its overreaction against that mistakenly 
denied all together; which Marshall and his pupils, with their "cash- 
balances" type of monetary theory, again brought to light in an accurate 
way; and which Keynes, as we shall see later, eventually made — in the 
form of his theory of "liquidity preference" — one of the pillars of his 
final system. And this general truth is, that money is more than simply 
a "medium of exchange" or link in the exchangings of the other things 
alone making up "real wealth." It also is, in the ancient phrase, a "store 
of value," and so one quite "real" form or part of wealth in general, 
namely, wealth in its general or nonspecific, "liquid" form, intercon- 
vertible at choice with all other forms. And the changing dispositions of 
economic populations, under the influence of changing economic con- 
ditions, to use their incomes in one way or the other — to vary the pro- 
portions of their liquid and their nonliquid assets in one direction or 
the other — exert or produce important effects, through the changes of 
the rate of turnover of the money-supply or the total flow of spending 
and income, upon all other economic "aggregates" and the over-all 
performance of the economic systems concerned. 

But enough has now been said about this part of the antecedent back- 
ground of Keynesian thought, in the previous history of monetary 
theory. Let us turn, next, to the other part of the historic background, in 
a certain phase of early-classical thought in a central portion of the 
field of "aggregative," general economic theory. 

EARLY-CLASSICAL "aGGREGATIVe'' THEORY, 

AND ''say's law of MARKETS" 

In a sense the greater part of most early-classical economic theory — 
i.e., in particular, the greater part of the Ricardian system — ^was "ag- 
gregative" in its nature. That term of course does not fit Ricardo's, or 
any, theory of "value" or the detailed working of the causes regulating 
the relative prices, or reciprocal exchange values, of the economy's di- 
verse particular products. But it does fit Ricardo's whole, no less em- 
phasized theory of the economy's over-all growth through time, as in- 
volving the envisaged growths of the population and supply of labor, 
and the supply of capital, and the output of all products together; the 
restriction of that last phase of the general growth relative to the for- 
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mer two phases, due to fixity of the supply of land and the law of dim- 
inishing returns; and in the course of the over-all growth, the decline of 
real wages per worker to the ‘'bare-subsistence^' level, ^^checking ' popu- 
lation growth; and the rise of the marginal cost of production and price 
of food for labor, hence of money-wages relative to real wages; and the 
fall of the profit rate to the point of 'checking ' growth of the supply 
of capital; and the increase of the land-rent share of the national in- 
come. For our present purpose, however, we need to focus our atten- 
tion more narrowly upon a particular central part or element of that 
entire — and every early-classical — system of "aggregative’^ theory: the 
included theory of the growths of and relations between the system’s 
total output and the population’s total income and outlay and demand 
in the system’s markets; and the effects upon those two aggregate varia- 
bles — total supply and total demand — of the rate or rates of saving 
and investment and the formation and growth of the supply of capital. 

On those particular matters there was a very important, early, con- 
fused controversy between Ricardo and all contemporary "orthodox” 
economists on the one side, and Malthus and some other "unorthodox” 
theorists on the other side. The "heretics,” including Malthus, feared 
that "too much” of the total flow of income in the system was being 
saved and reinvested in expanding production, and, as the other face of 
this, "too little” was being spent for consumption of the consequently 
growing output of consumers’ goods. If this "wrong” division of the 
use of income persisted, they said, it would in time bring about a situa- 
tion of general overproduction and underconsumption, or "glutting of 
the markets,” and a general depression with mass unemployment. In 
the view behind this fear, the "capitalists,” making up the main part of 
the more wealthy or well-off minority or part of the population, strongly 
tended — in their avid pursuit of not only profits but ever-growing 
amounts of capital for later use in gaining further profits — to keep on 
always reinvesting the bulk of their profits and doing, themselves, only 
a quite limited amount of consumption spending. And the larger, main, 
wage-earning mass of the population, in general getting only or little 
more than "subsistence” wages, could do only a limited amount of con- 
sumption spending. The whole amount of the latter was thus limited; 
and with continual reinvestment of the bulk of the profit share of the 
national income in expanding production, the total output would grow 
and come to include too great an output of consumers’ goods, i.e., an 
output of the latter with a total production-cost value in excess of the 
buying power of the part of the population’s income available for con- 
sumption spending. 

The "orthodox” theorists of that time, however, developed — with 
more rigorous logic, from assumptions in fact shared or unquestioned by 
those "heretics,” who thus ruined their case — an analysis proving (on 
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those assumptions) the impossibility of that dire event or outcome, pre- 
dicted by the ^'heretics/^ In explaining this ^'orthodox'^ early-classical 
analysis of the possibilities, I will separate the two questions involved, 
and deal at first only with the general part of the analysis, 'proving'' the 
impossibility in any event of a "general glutting" of the markets, or 
deficiency of total effective demand in relation to total output or supply; 
and defer for a bit the discussion of what was said on the special ques- 
tion of the effects (both on output and upon demand) of saving, in- 
vestment, and growth of the supply of capital, in whatever amounts* 

The "orthodox" classical argument to prove the impossibility of the 
"general glut," or the necessary equality, under all conditions, of the 
total supply of and the total demand for the system's products, was most 
fully developed, elaborated, emphasized, and "sold" to the profession 
and the public by the French classical economist J. B. Say, and there- 
fore became known as "Say's law of markets." But in substance this 
same "law" and supporting argument also was held, more or less inde- 
pendently, and was sufficiently and clearly stated, by Ricardo, and by 
others, and in fact was generally a common element of most economic 
theory in that period. In its most fundamental and simple form — stress- 
ing the view that all products are in final effect "exchanged" for each 
other, and ignoring the role of money in the system — this argument said 
simply that, since the supply of every product is or supports or makes 
effective a corresponding amount of demand for other products — since 
all the products are exchanged for each other — the total supply of and 
total demand for them all together must under all conditions be the 
same. And in the more elaborated form, taking into account the role of 
money — i.e., its limited, "neutral" role as generally conceived in both 
the "general economic" and the "monetary" branch of early-classical 
theory — the argument ran that, since all expenditures in or for produc- 
tion enter into and form the incomes of the people as contributors of 
work and all other requisites of production, the total income of the 
population is necessarily always sufficient to buy the output of all prod- 
ucts at a level of prices fully covering their expenses of produc- 
tion. Moreover, although my wording of that statement may at first 
thought appear to leave out this element of the problem, the argument 
in fact also includes or "takes care of" the "profit" share of the flow of 
income and the "profits" included in the prices of all products; since all 
"profits" are spent, either — and it matters not in what proportions — for 
consumers' goods or for investment goods or producers' goods, which 
make up one part of total output along with (and currently reducing 
correspondingly) the current output of consumers' goods; and the part 
of total demand represented by the spending of profits must offset the 
over-all effect of profits on the level of prices. 

In their further views on the "monetary" side, the adherents of Say's 
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law recognized that, to enable the system to work perfectly smoothly or 
with continuous, exact maintenance of equality between the flow of 
money-income and outlay on one side and the money-value of the total 
current output at the current level of prices on the other side, there 
would need to be a continuous, ideal regulation or adjustment of the 
supply of money to keep it growing just pari passu with the supply of 
goods, and to keep the general level of all prices stable and that of all 
money-incomes suitably related to it, and thus to ensure that there 
would never at any moment be any deficiency of total demand in the 
system. But it was generally maintained that even in the absence of such 
ideal adjustments on the monetary side, though an undesirable behavior 
of the money-supply and price level and so on would produce tempor- 
ary, transitional maladjustments, they would all be in the long run self- 
correcting; since in free competitive markets with flexible prices, the lat- 
ter would all become so adjusted as to make the real value or buying 
power of the flow of money-income and outlay equal to the output or 
supply of all goods, and make any lasting deficiency of aggregate de- 
mand impossible. 

Now in any effective criticism of Say^s law, the central point that re- 
quires attention is the all-important role played in the argument, again, 
by that classical doctrine about money which we noticed before, that as 
money has no utility of its own, there can be no significant tendencies 
to ''hoard'' it. All money-income received by anyone is always promptly 
and fully spent by him, in either consumption or investment spending, 
and passes into other people's incomes, who will likewise pass it on, 
with the results that the flow of money in the system, as the total in- 
come earned from production of the output, must all reemerge as the 
flow of spending to buy the output; and that in both aspects, as income 
and as outlay, this money-flow is reliably controlled by or controllable 
through or a nearly fixed multiple of the system's quantity or stock of 
money. The flaw in Say's law lies here, in the less than full validity of 
this doctrine or assumption, and the resulting facts that the "transi- 
tional monetary disturbances," rather lightly regarded by exponents of the 
"law," are generally or often much more important than they recognized, 
and are interdependent with all sorts of other economic changes, and 
not adequately preventable or controllable simply through regulation 
of the quantity of money and/or "automatic" and always either ap- 
propriate or self-corrective changes of the level of prices. In a time of 
falling prices and low confidence in the future values of nonmonetary 
or "real" forms of wealth, there can arise a general pursuit of "liquidity" 
or enlarged cash holdings, causing a progressive contraction of the flow 
of spending, income, and further spending, and hence a real deficiency 
of total demand, a further fall of prices below the level of earlier-incur- 
red production costs, and a possibly serious and not soon or certainly 
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self-curing depression. And the development by Keynes of this point, in 
answer to Say's law, became, as we shall see, one very important part or 
element of the Keynesian system. 

And now let me return to the other part of the early classical con- 
troversy, the discussion of which was postponed above: the effects of 
extensive saving, investment, and growth of the economy's supply of 
^ real" capital equipment and producing power, upon the amounts and 
compositions of its output and of demand in the system at a later time. 
What is now to be said is particularly about the views of Malthus on 
these matters, and their distant relation to the different, modem views 
of Keynes and his successors. Keynes paid tribute in his distant retro- 
spect to Malthus for having been, in this general connection, on the 
right track, when Ricardo and all the “orthodox" theorists of that early 
time were on the wrong track. Yet I think the degree of similarity of 
the ideas of Malthus with those of Keynes in this field was really 
slight. Malthus was prevented from anticipating Keynes in theory of 
saving, investment, etc., by the former's unquestioning acceptance of the 
Ricardian and general “orthodox" classical assumption that the amount of 
saving always controls that of investment spending (which in turn con- 
tributes to income and consumption spending), and keeps the second 
variable (investment spending) equal to itself (the amount of saving). 
This idea of the relation or bond between saving and investment was 
“natural" in the early history of economic theory, and probably more 
true, in relation to the contemporary facts, than it would be today. 
The savers and the persons using or investing their savings in produc- 
tion were then more often the same persons; and it probably w^as at least 
more nearly true then than it is now that all of the part of income saved 
for investment was always rather promptly and fully invested, i.e., paid 
out, in or as expenditures in and for production, and thus returned to 
the flow of income and outlay or effective demand for the resulting out- 
put. At all events, that was generally assumed to be true; and it followed 
that no amount of saving could lead to any inadequacy of total demand 
in the system or any violation of Say's law. In contrast, the Keynesian 
system includes, as we shall see, a new and different analysis of saving 
and investment, their separate determinants, and the nature and direc- 
tion of the link between them. From that analysis it follows that, al- 
though in a sense the amount of (actually realized or accomplished) 
saving and that of investment are always equal, the equality between 
them is maintained not by control of the amount of investment by that 
of saving, but, on the contrary, by the great influence of the (otherwise 
or independently determined) amount of investment spending on that 
of total spending and thus on the volume of income in the system, and 
thus on the abilities of the people to save, and the amount of saving. 
And this does open up the possibility — ^which Malthus was unable to 
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explain, if he had this in mind — that there may be in a society or popu- 
lation or its wealthier part a too-strong 'propensity to save, i.e , a too- 
weak propensity to consume, meaning that, out of the large total in- 
come that would accompany and be interdependent with continuing 
^'full employment^' of the society's or economy's labor force and re- 
sources, saving, as lack of consumption spending would become exces- 
sive relative to the field of profitable investment opportunities. And the 
result would be that the deficiency of investment spending and there- 
fore of total spending and demand would cause a contraction of produc- 
tion, employment, and income in the system, down to the point of mak- 
ing the amount of realized saving only equal to that of all profitable in- 
vestment spending. But this, the core of the Keynesian theory that is 
still to be more fully explained here, is very different from anything 
that was said by Malthus. Further discussion here of the latter’s views 
would take us too far afield and be unnecessary; we are now ready to 
drop all discussion of the antecedent backgrounds of Keynesian theory, 
jump over the long interval of later-classical and neo-classical pre- 
occupation mainly with nonaggregative theory about particular 
markets, industries, firms, etc., and take up directly the structure and 
development of Keynesian theory itself, as a new scheme of analysis 
created in the middle of and directly relevant to the Great Depression 
of the 1 930s. 

THE MAIN ELEMENTS OF THE KEYNESIAN ANALYSIS 

The central theme of Keynes' analysis is about the causes and results 
of variations of the total flow of spending, income, and respending in 
the whole economy. Hence in our account of it here we may logically 
take up, first, its analysis of the composition of the income-stream, as 
considered from two points of view. With regard to its sources in the 
two kinds of spending which together generate it, the population's in- 
come is composed of the flow of consumption spending plus that of in- 
vestment spending; or, in the standard symbols introduced by Keynes, 
Y (income) = C (consumption) + I (investment.) (Y is used to stand 
for income, because 1 is needed also for investment.) Then with regard 
to the two ways of using income, it all divides up rather into consump- 
tion spending (again) and '^saving". The people who do not fully spend 
their incomes for consumption ''save" the remaining parts; "saving" is 
here defined merely as not-spending-for-consumption. Thus in this 
view of the composition of income, Y ==: C + S (for saving). 

Now from the two equations — Y = C + I, and 7 = 0 + S — it of 
course follows that, as I = Y — C and also S = Y — C, therefore I = 
S; the part or amount of the national income through any period of time 
which consists of the flow of investment spending and the part or 
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amount of the same income which the people receiving it are not spend- 
ing as consumers but are saving are always equal. But this result of these 
equations or formulas, when considered in conjunction with the general 
theme of the entire Keynesian analysis, seems paradoxical, and is, for 
students, a difficult, awkward, ^'tricky* point, or frequent stumbling 
block in the path to full understanding of the analysis. For as we shall 
see, despite the necessary continuous equality of S and I according to 
the formulas, in Keynesian theory as a whole the immediate, operative 
cause of the economy's decline from a period of prosperity into one of 
depression is always the prosperous period's effect of generating an 
amount of saving greater than the amount of investment spending 
which the profit prospects or expectations of the economy's business 
firms lead them to continue to plan and carry out, in the aggregate. Let 
me now explain and resolve the apparent paradox a bit more fully. 

While or as long as a time of widespread, high prosperity continues, 
the population's total income, Y, is large, and its volume or rate of con- 
sumption spending, C, though also relatively large, is by no means that 
large. And in fact, as the slightly later, resulting developments prove, 
that S is too large to be all used in the economy, productively, and be 
all or fully conserved, for the savers, as the amount of saved-up or 
accumulated, enduring, real wealth to which they looked forward. For 
although the S of the period of prosperity is only equal to the I of the 
same period, i.e., to the amount of investment spending helping to form 
the amount of income resulting in that amount of saving; this same S 
is larger than the I of the next, immediately ensuing period, which there- 
fore does not return all of it back into the income-stream; and the shrink- 
age of I, and hence also of Y, entails also a shrinkage of S, which again 
is equal to this new, reduced L The equality at every time of the current 
S and the current I is continuously maintained, but only because the 
successive changes of I through time immediately cause the changes of 
Y and therefore of S, which keep S and I equal. In the move- 
ment through time, each new value of S is the surplus of the new Y 
over the new C, and is therefore equal to the new I, which also 
is (creates) the part of the new Y that is not accounted for by the new 
C. At the same time, the far more important point is that when 1 con- 
tracts it does so at least partly because the old S has become too large, 
that is, because the other part of the old Y — C, the demand for con- 
sumers' goods in the economy — and the current and prospective or ex- 
pected rate of growth of that — are not felt by the business world to be 
large enough to justify new investment outlays equal in their total 
amount to all those just recently made; though unless the old rate or 
volume of investing is thus continued or repeated, there will be failure 
to return all of the savings that accrued in prosperity back into the in- 
come-flow, and thus maintain or continue the old values of Y, C, and S. 
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But to get beyond this mere initial account of the component parts 
of the income-flow, and the obvious relations of dependency among 
them, and this mere quibble in a sense about the equality, or not, of 
saving and investment, let us go on into further consideration of the 
conditions under which, and the ways in which, the several separate 
components or variables undergo their changes, and play their parts in 
causing those of the income-flow in its entirety. The next idea, now, 
to be more fully explained and stressed, though it has been partly an- 
ticipated already, is the very important Keynesian idea of ''the consump- 
tion function’^ that the amount of consumption spending which the 
people do is, in this language familiar among mathematicians, always 
"a function of^ the sizes of their incomes, that is, a variable dependent 
on the latter or sure to vary with them, in a certain way; it is a "func- 
tion'' or covariant relation such that, if the incomes increase, the con- 
sumption spending will increase also but less than in full proportion to 
the increase(s) of the incomes, so that at the same time people's savings 
will increase more than in proportion with their incomes. This proposi- 
tion of course refers or applies only to increases of incomes above the 
very low minimal levels which the people concerned regard as barely 
sufficient to cover their most "necessary" living costs or expenses. 

Initially, only a "common-sense" generalization, from casual observa- 
tion or experience of the spending and saving habits of people in differ- 
ent income classes, and of those of the same people when their incomes 
rise, this fertile idea, introduced by Keynes, has since been subjected to a 
good deal of testing through statistical, empirical research, and on the 
whole stands up pretty well, but has been modified. Keynes believed 
"the consumption function" to be a rather stable, definite "function" of 
income, so that, if economists once attained reasonably exact knowledge 
of its form or character, they would thereafter be and remain able to 
predict, with reasonable accuracy, by just how much each new change of 
the people's incomes would change their amounts of spending and 
saving. But the "function" has been found to be a good deal less "stable" 
than Keynes supposed it to be. Spending and saving depend not only 
on incomes but also on numerous other variables: habits formed by and 
carried on from past levels of incomes; expectations, hopes, and fears 
about likely future changes of incomes from their present levels; peo- 
ple's assets or possessions as distinguished from their incomes; and 
still other variables. Hence the relations to or with income alone are not 
very highly stable or predictable. Nevertheless, this simple idea of "the 
consumption function" — which in its other aspect is also that of "the 
saving function" — remains a very useful idea or "tool" of analysis. And 
the general kind of form of the function or relation, which alone is 
vitally important for Keynesian theory, has become established and ac- 
cepted. When the people's earnings grow, their spendings grow but not 
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as greatly, and their savings grow. And in the other, downward direc- 
tion, when earnings decline, spending declines but not as greatly, and 
the raain effect of the fall of earnings is a great fall of the rate of saving. 

Now one principal, and the most ' revolutionary, implication of that 
idea, that spending and saving are in the main simply ''functions of or 
dependent on the level of incomes, is the implication with regard to sav- 
ing that — in direct contradiction of most pre-Keynesian "orthodox"' 
economic theory on this question — the amount of saving done in the 
economy is not primarily or very significantly influenced by the extent 
of the existing, available, and known opportunities for profitable use 
or investment of the savings, or in other words, the demand for their use 
in "financing" production, and the inducement offered to savers in 
the shape of the rate of interest they are able to obtain. Saving is much 
more dependent on people's incomes and abilities to save than upon the 
variations of the business world's demand for their savings as new '"capi- 
tal," and the consequent variations of the rather small additions made 
to the savings themselves by the amounts of interest they will earn. This 
very important point of Keynesian theory of course helps to explain the 
vital, central one already noticed above, and to be more fully discussed 
later on, that saving can become "excessive" in relation to investment 
opportunities. Instead of developing in response and adjustment to the 
latter as reflected in the interest rate, as economists before Keynes gen- 
erally supposed it to do, the amount of saving develops mainly, merely 
as a result of the existing level of incomes. This in turn depends indeed 
partly on how much the business firms are investing in production, 
and thus contributing to the flow of income; but in this way, on their 
recent-fast appraisals of their then foreseeable opportunities for 
profitable investment, and the resulting plans, now being carried out; 
and not on the now foreseeable and as yet unmet, further opportunities 
of the near future, which determine the current demand for the people's 
savings, and may through that affect the rate of interest. Still other im- 
plications of this point, that saving varies principally with income as its 
source and does not adjust well to the demand for capital, will concern 
us later on when we take up the Keynesian theory of the rate of interest. 
But now let us pass on beyond our consideration of C and S in relation 
to Y — the consumption function and its other face, the saving function 
— to a new range of considerations about 1 — the flow of investment 
spending in and for production; what this depends on and how, as a 
variable, it tends to "behave" as the economy develops. 

The second major "tool" concept in Keynesian theory, after that of 
the consumption (and saving) function, is that of the "schedule" or 
"curve" of "the marginal efficiency of capital," relating the gains to be 
expected from using or investing new additional capital to expand pro- 
duction to the point that already has been reached in the growth of the 
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amount of capital in use, as compared with the available supplies of all 
the other ''factors of production/^ The general idea is that, as the econ- 
omy, or any or all of the producing firms or enterprises in it, goes on 
enlarging, through new investments, the amount or amounts of capi- 
tal employed, the resulting additional gains or benefits, or degrees of 
profitability of the new investments, normally decline — if, or under the 
assumftion that, "other things'' or relevant variables, such as the sup- 
plies of natural resources, labor, and business ability, and the level of 
efficiency of the hind of technology or techniques or methods of produc- 
tion in use, "remain constant/' 

In a very substantial part, of course, this "law" or "principle" in Key- 
nesian theory is nothing new or peculiar, but a continuation of the old 
classical and neo-classical ideas about "the law of diminishing returns," 
or diminishing "marginal productivity" of capital (or any one factor of 
production) as the amount of it in use increases relative to the amounts 
of the other factors in use. But the continuity with these older ideas 
is not complete; here Keynes did add a significant new stress on a 
further element of the problem, besides the later-realized, objec- 
tive, actual results of additions to capital, i.e., the resulting additions 
actually made, as things turn out, to the outputs, and values of the out- 
puts, and gross and net earnings of the firms making the additional or 
new investments. Decisions to invest in production are controlled not 
by the actually resulting gains or benefits, which generally cannot be 
known or foreseen with any full certainty at the times when the de- 
cisions are made; but instead they are controlled by the inevitably, partly 
"subjective" judgments, estimates, predictions, guesses, or "expecta- 
tions" as to what those results will or may be, which are formed by or in 
the minds of those who make the decisions, when or before they make 
them. And those "expectations" generally turn not only on their knowl- 
edge, which may be quite good and reliable, of the physical-production 
results which can be counted on; but even more largely, in many cases, 
they are based on groping guesses about how the outputs of products to 
be produced with the aid of the contemplated new investments will 
fare on the markets — how great the demands in the markets will be for 
them, and how good the prices obtainable for them will be. 

Now according to Keynesian theory, as we know already, the ag- 
gregate demand in an economy's markets for all its products taken to- 
gether can grow over time only if and as the aggregate income of the 
population grows. If the latter growth is going on, moreover, the result- 
ing growth of demand for consumers' goods in general will be not in 
full proportion to the growth of income, but something less than that, 
with the also growing remainder going into savings. And unless 
the economy's producers of consumers' goods have, as a group, reasons 
to expect a good, continuing growth of the consuming public's or 
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population's demands for their products, they will not be inclined to do 
much new investing to enlarge their plants or potential outputs or 
their demands for new producers' goods; hence the producers of the 
latter, as a group, will not be inclined to do much new investing, either. 
Thus, the economy's producing firms of all kinds, as an entire group, 
will tend to keep on making, annually, large new investments or ad- 
ditions to the mass of capital in use, only if and while the predominant 
opinion or expectation in the business community is that the national 
income is growing and likely in the near future to continue growing at 
a sufficiently fast rate to make the (associated, lesser) growth of the 
total flow of consumption spending adequate to justify, or reasonably 
assure good profits on, these new investments. 

Keynes, then, had an additional reason, beyond that in the minds of 
the earlier ^ main line" economists, for expecting growth over time of 
the economy's supply of capital in use in production to tend pro- 
gressively to lower the generally expectable and expected rate of profit 
on further new investments. The later would, as compared with the 
earlier additions to the mass of capital in use, make smaller additions to 
the economy's output of its products unless in the meantime there oc- 
curred discovery of new, good, previously inaccessible natural resources 
to be exploited, or a growth and/or improvement of the labor supply, 
or technological advances (needing new capital in order to be carried 
into practice, and raising the general level of efficiency or productivity) 
— or changes of some or all of these kinds, sufficient in their total results 
to ^offset" the effect exerted simply by the growth of the mass of capital, 
as such. In addition, as Keynes saw the matter, the slowing growth of 
the total output and resulting total income in the system, which would 
be the best result to be expected simply from a steady growth of the 
amount of capital in use, would entail a still more decidedly slowing or 
decelerating growth of total consumption spending in the system, 
further accentuating the tendency of the to-be-expected rate of profit 
on further new investments to fall. 

But now we come to still another part of the analysis. The disposi- 
tions of producers to make new investments depend not only on their 
profit expectations as so far considered, but also to some extent on the 
costs of making the new investments, as affected by the rate or rates of 
interest which must be paid in order to obtain the required new capital. 
In fact, what matters is the expected or anticipated rates of net profit 
over and above the interest payments required to obtain the capital. 
Keynes held that, in general, expansion through new investments 
would continue if and while or as long as the investing firms had ex- 
pectations of resulting benefits in the shape of any significant net profits 
(or additions to their total profits), over and above all costs including 
that of the required new capital. Thus interest rates appear as the other 
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or codeterminants, along with profit expectations or ''the marginal ef- 
ficiency of capital'' in the sense already explained, of the rate or volume 
of new investment spending undertaken. Hence we now move on to 
Keynes' theory of the causes of the rate of interest and its variations — 
a topic on which he again departed rather far from the older lines of 
thought of the classical and neo-classical economists. 

At the same time, the Keynesian theory of interest does not represent 
a com'plete break with everything in the field of the older, traditional 
"theories of interest." There have been, in fact, two traditions of thought 
in this field, held apart in the past by the continuing influence of the 
classical separation, discussed earlier in this chapter, of "monetary 
theory" from "general economic theory." One type of interest theory 
has always been a part of "monetary theory," and concerned itself 
with the "money-market" rate or rates of interest on "loanable funds," 
or loans of money or bank credit to business firms by or through 
financial institutions — the rate or rates of interest studied by monetary 
theorists, as "prices" playing a role in the adjustments of the supply of 
money and of funds to "finance" business activity to the demands for 
them. And the other and in a sense main or historically (on the whole) 
more emphasized kind of "theory of interest," which went through its 
developments in the nonmonetary field of "general economic theory," 
was concerned rather with "interest" in the sense of payments for 
the uses, or productive services, of "real" nonmonetary "capital" as one 
of the fundamental "factors of production." In this tradition, the 
"savers" in society were thought of as, by holding their consumption 
spendings to less than their incomes and making their "saved" wealth 
available for use in production, really transferring into that use not 
merely money but the "real" productive resources of all kinds (includ- 
ing labor), which the business firms obtaining the use of the saved and 
invested money would buy or rent or hire with it, and employ in produc- 
tion. And "interest" in this sense was regarded as the ^ price" which 
business firms (i) could afford to pay or would be willing and able to pay 
— ^really as a share of or deduction from "profits" — for the use of "capi- 
tal," and (2) would need to pay as the inducement or incentive to bring 
about enough "saving" — abstinence from or postponement of consump- 
tion — to keep a sufficient part of the economy's resources and labor 
force employed in producing, not consumers' goods for current con- 
sumption, but new producers' goods for use in production. 

In a sense the Keynesian theory of the "marginal efficiency of 
capital," already discussed here, continues one part of this older, tra- 
ditional theory of "interest" on "real capital"; though Keynes in a way 
at that point reverted to the early-classical use of terms, in associating 
the "return to capital" in that sense — the net gains from productive 
investments — with "profit" rather than with "interest." What does not 
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appear in his system at all is the other part of the old traditional hind of 
'"interest” theory in this "real” sense, which regarded payment of the 
gain attributable to the productivity of "capital,” as such, to "savers,” 
for their "savings,” as needed to induce them to do enough saving and 
thus bring into existence the amount of real capital required in the econ- 
omy. For as we have seen, Keynes held that saving does not oc- 
cur mainly or to any important extent in response and adjustment to 
the demand and reward for it, but occurs simply as a result of the exist- 
ence of large incomes, more than sufficient for all the consump- 
tion spending their recipients want or care to do in any case, so that 
they "save” the remainders "automatically,” with little or no regard to 
any demand or reward for the use of their "savings.” And in a wealthy 
society, Keynes held, saving would often tend to become excessive or 
redundant anyway, and not a "scarce” service needing to be stimulated 
or induced, in a barely sufficient supply, by the payment of "interest.” 

Thus on the whole the Keynesian theory of "interest” (in his use of 
this term) does not link up with, or have its antecedents in, the fart of 
traditional thought about "interest” which had its place in theory of 
the "real” as distinguished from the "monetary” aspects of the economic 
world and process. Instead it does link up with the tradition of "mone- 
tary-interest” theory, and may be called a "purely monetary theory of 
interest,” though in Keynesian thought as a whole it has its place in 
not only monetary but all economic theory, since Keynes as we have seen 
"reunited” the two. And so it is here above all, in this part of the Key- 
nesian system concerned with the rate of interest, that the fruits of his 
early work as a monetary theorist, and his development of the Mar- 
shallian "cash-balances” theory or idea of the variable desire for "li- 
quidity” into something leading away from the simple "quantity theory” 
of money and the price level — it is here that all this, reviewed already 
in an earlier part of this chapter, comes fully into play. In this theory 
of "interest,” the economy’s owners of amounts or pools of money as 
such — cash balances — are the potential providers of the capital funds 
which producing business firms or enterprises may need or want to bor- 
row or "raise” (by issuing and selling new "securities” of all kinds) and 
invest in production. In one view these pools of money or cash balances 
do represent the (not yet loaned or invested) "savings” of their owners, 
or accumulations of the unspent portions of their money-incomes. But 
the "savers,” who have "saved up” these sums of money with little or 
no regard to any interest inducement for so doing, may want to retain 
them as "liquid” wealth, not lend or invest them, i.e., exchange them 
for nonliquid or less liquid properties or assets, which they may later 
be unable to resell quickly for (even) equal amounts of money if and 
when they again want the latter, and which may depreciate in money- 
value, All owners of money in fact generally want to retain at least some 
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parts of their amounts of it in the fully 'liquid/' actual-money form, 
and the amounts they want to so retain, and the amounts they may be 
willing to lend or invest, will vary with their varying circumstances 
and appraisals of the current and prospective state of the economy and 
the prospects of the firms or enterprises to which they might hand over 
the use of their money as capital, in return for shares of the prospective 
earnings of these enterprises. 

In so far as owners of money exchange it for other assets, they sur- 
render 'liquidity'; and the rates of interest which enterprises have to 
pay for the use of capital funds, have to be paid to induce not saving hut 
this giving up of 'liquidity," or willingness to part with the money as 
such in return for other forms of wealth or claims to money in the fu- 
ture, of less surely predictable value and convenience at all future 
times. Interest is paid to overcome the variable, and never negligible, 
psychological force which Keynes named "liquidity preference." Now in 
this analysis the other factor or variable which, along with or besides the 
currently prevailing degree or intensity of 'liquidity preference" at each 
time in the history of an economy, also affects the prevailing rate or 
rates of interest, is the supply of money — the amount of money in exist- 
ence in the system. Whenever the business outlook is generally felt to be 
unfavorable or poor, and money-owners are especially reluctant to let 
their money be invested, the prevalent degree or intensity of 'liquidity 
preference" rises, and producers wanting to use money as capital can- 
not get it except by offering higher rates of interest for it. But at such a 
time they are in most cases unable to afford to pay or promise high rates 
of interest, since the poor business outlook means precisely low an- 
ticipated rates of profit. Moreover, at such a time the urge for "liquidity" 
operates to cause not only refusals to lend or invest without an extra- 
high interest inducement, but also efforts by people generally, 
throughout the economy, to build up or enlarge their cash balances by 
reducing their expenditures. But the cutting down of spendings also 
cuts down money-incomes, generally, and the demands and obtainable 
sales volumes and prices for all goods and services; in other words, it 
worsens the business outlook still further. The existing amount of 
money is "circulating" ever more slowly, as spendings and incomes and 
respendings contract, because people are "holding on to" their shares 
of the economy's money-stock, or their cash balances, instead of using 
them actively in either consumption spending or investment. In such a 
situation, the only other and better way in which it is possible to satisfy 
or meet the existing high level of "liquidity preference," and not let 
it produce those consequences, is through action by the state and the 
central banks to increase the supply and flow of money to the point of 
enabling the people to enlarge their cash balances, not by curtailing 
their spendings and each other's incomes, but by putting more into their 
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balances out of enlarged money-incomes, and eventually resuming their 
spendings and investings on more 'normar^ scales and terms, v^hen 
their “liquid"’ balances have become large enough to satisfy them. The 
rate of interest can be kept in line with both the profit prospects and 
abilities to pay interest, of producers needing capital funds, and the 
“supply price” at which the funds will be made available by their own- 
ers, only through public measures to vary the economy’s supply of 
money in the way and to the extent required to offset or counteract the 
variations of the intensity of “liquidity preference/’ 

We have now gone over all but one or two of the main, central parts 
of the entire Keynesian analysis of the set of interrelated, '^aggregative” 
variables which together determine the economy’s level of over-all per- 
formance: the flow of income, consumption spending, saving, profit 
expectations, interest rates, investment spending, aggregate demand, 
the degree of nearness to “full employment” of the economy’s labor 
force, resources, and equipment, output, and the general price level. 
The one vital topic on which nothing has been said yet is the level of 
wage rates for labor, and its relations to those of production costs, con- 
sumption spending and demand for output, prices Cobtainable for 
products), profit expectations, investment spending, and employment. 
And I have barely touched on the topic of the price level, which 
of course is strongly connected with that of the wage level, so it may be 
said that one or two, or one and a half, topics remain still to be consid- 
ered. But let me now first summarize and bring into sharp focus the 
general theme of the entire analysis as far as it has been surveyed al- 
ready, and then fit the remaining points into that context. 

The “flaw” which Keynes discovered in the “automatic” working and 
development of the economic system of “free” private enterprises and 
“competitive” markets is the system’s inability to achieve at need, 
through its own “automatic” processes, quite all of the internal adjust- 
ments among its functioning parts required to keep it operating con- 
stantly at or nearly at its full “capacity,” or maintain continuous, ap- 
proximately “full employment” of its labor force, resources, and equip- 
ment, and the resulting “capacity” output of all goods and services — 
the aggregate “real” income of the population. Keynes did not question, 
or concern himself with, what had long been the mainly emphasized 
part of the “orthodox” theory of the system’s admirably effective, self- 
adjusting processes: the part concerned with the processes of adjust- 
ment of the supplies of particular goods to the demands for them, and of 
the pattern of the relative prices of different goods to that required to 
bring about the 'profer allocation of all employed labor and resources 
into the most productive-and-demanded set of particular employments, 
and so on. He only found, in the other sphere of the needed adjust- 
ments among the system’s over-all “aggregate” variables, several points 
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at which these could not be counted on to come about ^automatically/^ 

To provide a growing population with a high and rising standard of 
living, the system needs to have in it, besides continual growth of the 
volume and efficiency of its means of production and so of its potential 
output, also an adequate and steady growth of the flow of income, spend- 
ing, and demand. But if and when the flow of income does grow at a 
good rate for a time, there tends to go with that only a lesser growth of 
the flow of consumption spending or demand for the system’s final prod- 
ucts, and a growth of saving. That is all right if and as long as the flow 
of investment spending, in and for production, continues and grows 
sufficiently to return all of the 'saved” part of the income-flow back into 
that flow and that of new consumption spending and new saving. But 
this is the department in which troubles arise — and become potentially 
the more serious, the more prosperous the society becomes. As prosper- 
ity rises, the percentage of the income-flow that goes into spending or 
demand for consumers’ goods declines, and the percentage saved in- 
creases; and the amount, and rate of growth of the amount, of annual 
new investment spending by producers, needed to keep total spending 
or demand adequate to ensure continuing full employment and produc- 
tion, rises. But the field of profitable investment opportunities has 
limits, both because, as the producing enterprises become ever more 
fully equipped and mechanized, further investments in new, additional 
items of equipment (unless they are of newly invented, unprec- 
edentedly efficient kinds) yield only diminishing improvements of pro- 
ductivity or cost-savings, and because the limited growth of demand 
for consumers’ goods in the increasingly prosperous, high-saving econ- 
omy limits the possibilities or prospects for selling, at rewarding prices, 
the growing outputs of goods to which ever new and large productive 
investments must lead if full employment is to be maintained. There is 
thus a tendency, intensified by rising prosperity in the present, for the 
profit expectations motivating further new investments to decline. And 
as they decline and the business outlook darkens, and people with 
money become more concerned to keep their assets "liquid,” interest 
rates or the costs of obtaining capital for investment rise perversely at 
the very time when the producers can least afford to pay them. Thus, 
in all, the system, instead of being adequately self-adjusting, is likely, 
after it has climbed and briefly enjoyed each new hill in the rising pros- 
perity range, to work itself down into a new wretched valley of depres- 
sion, owing to underconsumption, oversaving, deficient profit prospects, 
excessive capital costs, and underinvestment, all adding up to a shrink- 
age of total demand, production, employment, and income. 

Now the remaining point or points concern the "flexibility” or ^rigid- 
ity” of the levels of wage rates, costs, and prices. Pre-Keynesian econ- 
omists of the "orthodox” tradition, even if they had been able to follow 
498 



and accept the argument as thus far outlined here, would still have in- 
sisted that if and when the flow of money-income and spending in the 
system tends to become inadequate to constitute demand, at the existing 
price level, for a full-employment output, the proper and 'natural, auto- 
matic'' adjustment should and would occur through an appropriate 
fall and set of readjustments of all prices including money-wage rates 
and all cost prices for producers, which would restore the population's 
real buying power and total demand for goods, and the proper relations 
of producers' costs and selling prices, and their profit prospects, and in- 
vestment spendings, and the full-employment volume of production. 
In one special branch of his theory or analysis which we shall omit here, 
Keynes tried to prove that even on that assumption of complete down- 
ward "flexibility" of all prices and wage rates, etc., the system could 
still at times reach and remain in a state of "underemployment equilib- 
rium." The effects of cutting money-wage rates and other costs and 
prices generally could not in practice be simple or work out so well as 
"orthodox" theory had supposed they would, and Keynes tried to show 
that even if carried out these measures might not prevent or cure the 
depression. But this little, special part of his argument has not been 
generally accepted as successful in proving its contention, and was not 
essential for his purpose anyway, since he could and did in the end rest 
his case on the simple "fact of real life," that in a modern industrial 
economy with strong labor unions, radical across-the-board wage reduc- 
tions as a necessary part of the old "orthodox" prescription for avoiding 
or curing a depression, simply are not feasible. The alternative way out, 
which he therefore advocated, was public action to reenlarge the money- 
flow in the system, restore a sufficient demand for a full-employment 
output at the old, high price level, bolster up the latter and the profit 
margins of producers and their ability to continue the full-employment 
output — and leave wage rates alone. This means in a sense, cutting the 
"real" wages of the (employed) workers — the real value or buying 
power, in goods, of the money-wages — ^below what this would be if, as 
in historic depressions, the prices of goods or the cost of living fell and 
money-wages did not, or fell less. Reinflation to support demand at 
high prices takes from the workers, by way of the latter, what it does 
not take away by cutting wages; but it is the less resisted, more feasible 
way of achieving the result of making it possible to maintain "full em- 
ployment." 

As a whole, then, the Keynesian analysis brings out the inability of 
laissez-faire capitalism to maintain continuous, sufficient, total demand 
and production and employment, or its liability to fall at intervals into 
depression and mass unemployment — ^and explains in a masterly way 
just why and how such "breakdowns" occur. The analysis is not mainly 
one of "the business cycle" as such, however — the supposedly regular, 
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periodic, or rhythmical alternation of prosperities and depressions, 
which many economists through several generations have found 
evidence of and tried to explain. Keynes did include in the structure 
of theory, which I have been describing much less than exhaustively, 
some contributions of his own to ''business-cycle'^ theory; but his main 
emphasis was not on the idea of the regular, periodic "cycle," but sim- 
ply on the effort to understand and learn how to cure or prevent de- 
pressions. His work also suggested, and some of his successors more fully 
developed, still another idea — beyond both that of just any depression, 
however timed in relation to others, and that of "the business cycle" — 
namely, the idea of a long-run trend, in the on-going history of 
the capitalist system, to or toward an eventual state of full "maturity" or 
completed progress or development, and "secular stagnation" — en- 
during, chronic depression in the absence of continuous public support 
or assistance. 

This prediction is in some ways like the early Ricardian-classical pre- 
diction of an eventual ending of economic growth in the arrival of "the 
stationary state." But its basis, unlike that of the latter, lies not simply 
in the ideas of the fixed supply of natural resources, the law of diminish- 
ing returns, and the limits of the possible growth of population and of 
capital, but in the central ideas of the Keynesian system. Economic de- 
velopment or growth brings rising wealth, saving, and progressive filling 
up, so to speak, of the total field of profitable investment opportunities, 
or decline of the profit incentives for and the possibilities of full use of 
the populations savings. Hence chronic underinvestment as well as 
underconsumption, and permanently insufficient total demand, must 
lie ahead, unless growth of public investment in production of non- 
market goods or services to the population, where the profit incentive is 
unneeded, comes to the rescue and provides the needed supplement to 
the flow of spending, income, and demand, which the system of private 
enterprises by itself will be unable to make adequate. I will not discuss 
this theory here, though I have felt that it should not remain unmen- 
tioned. It is a questionable, controversial, not-established, special theory, 
with strong roots in Keynesian thought but a life of its own apart from 
the latter as a whole. Its essential weakness is that it tries to ground a 
"long-run" historical prediction on an essentially "short-run" structure 
of theory, which assumes "given" techniques or methods of production, 
i.e., it argues that growth of the mass of capital necessarily diminishes 
the remaining room for large and highly profitable further investments. 
All it really proves is that private capitalism or the system of private 
enterprises needs ever new, great technological advances or industrial 
revolutions to enable it to go on using, or prevent it from smothering 
itself in, its ever-growing mass of capital. That the new industrial revolu- 
tions are sure not to come or be sufficiently great ones cannot be known. 
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But this is an overspeculative development of, from, and beyond the more 
solid part of the Keynesian analysis, and need not detain us here. 

I am now almost ready to turn our attention from the analysis as 
such, to the public-policy ideas or proposals and political tenaencies 
connected with it. But before doing that, let me say a final word about 
the over-all ‘'scientific'' value of the analysis — of the lines of investiga- 
tion opened up by it, more than of its specific doctrines or initial answers 
to the questions posed — and the new impetus and direction it has 
given to much continuing work in the study of economics. The 
combined theoretical or analytical and statistical-empirical studies of 
the related changes, through time, of the ‘‘aggregate" variables, in na- 
tional economies, to which Keynes directed or drew the attention of econ- 
omists — each national economy's annual total output, and flows of in- 
come, consumption spending, investment spending, saving, levels of 
producer's cost prices and final or consumers’ prices and business profits, 
money-supply and interest rates, and volumes of employment and un- 
employment, etc. — economists' continuing studies and growing and 
improving knowledge of these matters, today make up a very important 
part of all the progress that is going on in the study of economics; and 
it is all due to or growing out of the inspiration of the pioneering work 
that was done by Keynes. The validity and value of all of this investiga- 
tive work as such is independent of people's differing views about the 
wisdom of the public-policy proposals and political ideas of Keynes and 
his ardent disciples. Many first-rate economists of today, who are per- 
sonally far more “conservative," politically, than their typical ardent 
Keynesian colleagues, and by no means unqualified supporters of the 
Keynesian public policies, fully recognize and appreciate the great value 
of the Keynes-inspired lines of research and analysis, and participate in 
them, or use the ideas they involve and the fruits they produce in their 
own inquiries. 

At the same time I think it also needs to be said that, although the 
value of the new modern Keynesian kind of work and progress in a vi- 
tally important part of economic “science" is indeed very great, there is 
among many more or less exclusive devotees of just this kind of work 
or analysis and research, only, a regrettable if not censurable “narrow- 
ness" of outlook which leads them to overvalue it in a relative sense, or 
too nearly “to identify it with all worthwhile continuing work in the 
whole field of economics, and greatly undervalue and neglect other 
parts. This myopic tendency often lurks in talk about “the Keynesian 
revolution," and about its results as “the new economics." Keynes “rev- 
olutionized" not all economic analysis, but only one part of it — the “ag- 
gregative" part, which should never be mistaken for the whole. 
Exclusive preoccupation with this part is no better than the opposite, 
exclusive preoccupation with “value and distribution" theory only, 
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which was too common through so long a period. And as Keynes did 
nothing to the traditional body of theory on the other great topics, of 
the causes and effects of changes of f articular demands, supplies, and 
prices pertaining to particular goods or services in particular markets or 
parts of the economy, he created not at all a ^ new,’’ complete, ^'econ- 
omics,” but only a new advance in one important but restricted part 
of the field. In any adequately broad and well-balanced perspective, the 
other parts of the total field ot problems to be studied are and remain as 
important as the special field which Keynesian economics occupies; and 
the (now waning) tendency of the latter as a most exciting, novel 
development to overshadow them, and cause many economists al- 
most to forget about them, has been regrettable. This has bearing also 
upon the question of the adequacy of the Keynesian analysis as the basis 
for the public-policy proposals which in fact were and are based upon 
or derived from it. But I cannot here follow up that point, or attempt to 
give in any sense an "adequate” discussion of these public-policy 
proposals. 

THE PUBLIC-POLICY IDEAS AND POLITICAL 
TENDENCIES OF KEYNESIAN ECONOMISTS 

Keynes was decidedly not in the tradition of "pure economics,” but 
rather in that of "political economy,” in the sense that, like all the great 
"political economists” of the eighteenth and nineteenth centuries, he 
was interested above all in the quest for wise decisions on national 
policies. He directed his efforts toward developing a way of discovering, 
not only how and how well or ill a nation’s economy in any period is 
working, but also what policies on the part of the nation’s government 
are required to cause or enable its economy to work as well as possible. 
He aspired to be not only, for the social-economic organism, a physiol- 
ogist but also a physician, able not only to diagnose its ailments, but 
also to prescribe the right remedies for them. And his analysis of the 
mode of causation of general economic depressions led him directly to 
his recommendations about the lines on which governments should 
act to cure, or better, to prevent them. (As we shall see, it is always pos- 
sible, theoretically at least, to throw both the analysis and the program 
of action or policy into reverse, for application to the other, opposite, un- 
healthy state of the economy, that of inflationary "boom” or high but 
unstable "prosperity.” As we also shall see, however, the practical diffi- 
culties of proper execution of the program called for in that latter 
case have special, formidable features; and it is not certain that the 
Keynesian medicine against inflation is "as good,” in practice, as the 
medicine against deflation and depression. In any case, it is best to be- 
gin here with consideration of the latter — the first, original goal and 
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product of the work of Keynes.) The immediate cause of a depression is 
an insufficiently large flow of money in the system, as the population's 
income and outlay for all goods and services, to constitute, at the exist- 
ing levels of production costs and prices, an adequate demand for a 
full-employment output; therefore, the policy problem is how best to 
bring about an appropriate increase of the effective supply and flow of 
money, or the flow of spending, and people's incomes and respendings, 
in the whole economy. 

Now the pre-Keynesian, classical type of ^^monetary policy," based 
on traditional ^monetary theory," had sought to accomplish that result 
in such situations simply by making more central-bank funds available 
to and through all ordinary banks, as lenders to borrowing and invest- 
ing business firms, at lowered interest rates. This was expected to induce 
the business firms to increase their borrowings and investment spend- 
ings, with the further result of also increasing the incomes and con- 
sumption spendings of the people; and thus to bring about recovery of 
employment, income, demand, prices, profits, and production. But the 
ineffectiveness or inadequacy of this policy or ^medicine," in a severe 
depression, was simultaneously demonstrated both by the Keynesian 
analysis and by actual experience with the depression of the early 1930s. 
When in general the profit expectations of business for the near or visi- 
ble future were below zero, and the thirst of the owners of money for 
^liquidity" made it impossible greatly to increase the supply and lower 
the cost of borrowable capital funds for business use, the efforts of the 
central banks to work in this direction proved unavailing. They could 
and did enable the banks to lend more freely at somewhat lower in- 
terest rates, but they could not lower the latter sufficiently or make all 
lenders in the system follow suit and keep up the active flow of money 
into business or investment uses, or — the real crux — induce the busi- 
ness world substantially to increase its borrowings and investment out- 
lays, by any feasible lowering of the interest costs, when prospective 
profits on the required investment outlays were nil or negative. The 
problem was not how to increase the supply or quantity or stock 
of money — that was no problem — ^but how to increase spending, in- 
comes, and demand for labor and for producers' goods and consumers' 
goods. And the only way to do this on a sufficient scale was for the gov- 
ernment, as by far the largest and freest-to-act spending agency in so- 
ciety, to greatly increase its volume and rate of spending to a point far 
in excess of its tax revenues, borrow and spend over and beyond the lat- 
ter the ^^created" bank money or central-bank funds which business en- 
terprises were not willing to borrow and invest, and thus pour new ad- 
ditional money into active, general circulation, via the incomes and 
spendings of all of the initial recipients or beneficiaries of the new ad- 
ditional government spendings. As this remedy began to work, and the 
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increases of people's incomes and spendings became increasingly gen- 
eral all through the economy, and demand and production and em- 
ployment revived, so would the profit prospects and investment spend- 
ings of business also then increase, and the upward spiral, replacing 
the downward spiral into the depression, would be under way. With 
renewed growth of the people's incomes, the government's tax revenues 
would also grow, and at the appropriate point it could begin to 
taper off the enlargement of its spendings, and allow the growth of its 
tax revenues to overtake them, and repay some of the debt contracted 
to finance the budgetary deficit, and carry the rest permanently (meet- 
ing the interest charges on it) with the aid of the large tax revenues 
that a continually, increasingly prosperous society could easily afford. 

Now in the United States it happened that the early New Deal ad- 
ministration stumbled or groped its way into doing, among other 
things, much along this line of the later Keynesian recommendations, 
before Keynes wrote and published his General Theory — before he 
made the analysis and recommendations discussed in this chapter, at 
alU The '‘blind" responses of a bold, energetic, versatile, and deter- 
mined government to the actual conditions, popular demands, and prac- 
tical exigencies confronting it led it onto a path which the brilliant “new 
economics" of Keynes then came along just in time to “rationalize" or 
confirm as the highest wisdom, after the event. Understandably then, a 
great number of the able young American professional economists and 
advanced students of economics, of that time, received the new 
“Keynesian" gospel with the greatest enthusiasm, and became its life- 
long devotees. They had been feeling severely frustrated by the near- 
non-existence in the pre-Keynesian economics, which they had been 
brought up on, of any “light" on the pressing practical problem now con- 
fronting them, and their country, as to what the latter could and should 
do to cure or cope with the terrible depression. Many were already in 
sympathy with the New Deal government's efforts and expedients, in 
spite of their violation of all the “sound principles of political economy," 
which they had been taught; and this flirtation with “heresies" op- 
posed to and by everything in their previous professional educations was 
at best uncomfortable. But now a great economist of unchallengeable 
competence and eminence endorsed and advocated lavish governmental 
deficit spending to engender economic recovery, and showed convinc- 
ingly just why it was needed and how it would work. Naturally, a very 

^ It is true that for some time before the publication of the General Theory in 
1936 — i.e., in the early New Deal period — many economists knew that Keynes 
was working to produce that book, and had advance inklings of its contents; and 
this may have had a slight influence in helping to produce, in this quarter, sug- 
gestions toward and support for the New Deal spending-for-recovery program. But 
I think it is true in the main that the latter had its own independent, nontheoretical, 
purely pragmatic origins, 
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large percentage of the members of the then rising generation of Ameri- 
can economists quickly became pure, thorough, and ardent Keynesian 
economists. 

Moreover, the prevalent American association of Keynesian eco- 
nomics that the New Deal, which thus grew up and persisted, and the 
generally reputed ^radicalism'' of the latter, led also to a prevalent as- 
sociation in American minds — both among economists and among the 
members of the general public — of Keynesian economics with relatively 
'radical" or "left-of-center" political views on all or most kinds of pub- 
lic issues; whereas in contrast the other American economists who did 
not immediately, fully embrace "the new economics" but remained in 
some ways critical of it and more attached to the older classical tradition 
of thought in their discipline, were commonly assumed to be in all cases 
extreme and adamant political "conservatives." These too simple and 
absolute attachments of political labels to the groups of economists re- 
sponding somewhat differently to the ideas of Keynes have done no 
good to the work and thought of the profession as a whole, or to 
its standing with the public. And it is of some importance here to ask 
what can be truly said about the real "political philosophies," if any, 
of these modern types or groups of "political economists." 

With regard to Keynes himself, it is on the whole clear to all careful 
students of his career and writings that his own ideals and aims were 
relatively conservative, in the sense that he wanted to see preserved, 
and sought through his own work to help preserve, both "capitalism" 
and liberal democracy; the economic system made up mainly of 
largely free, private enterprises and competitive markets; democratic 
governments serving not the many as against the few but the common 
welfare and the just freedoms of all as impartially as possible, and en- 
larging their roles or spheres of authority and activity only to the quite 
limited extent that he deemed necessary in the interests of the best 
working, strength, and stability of that economic system; and all the 
private, individual freedoms for all, of the liberal-democratic and eco- 
nomic-liberal traditions. In advocating that national governments should 
vary and adjust their programs of taxation, borrowing, and spending in 
accordance with the changing needs of the national economies, or as re- 
quired to preserve in the latter at all times the appropriate total flows 
of money-income and spending and demand for all goods and services, 
and thus preserve continuous full employment, steady economic growth, 
and stable price levels; Keynes meant to advocate only this one limited 
departure from laissez faire, or moderate degree and kind of gov- 
ernmental "intervention" in the economic world, in order to strengthen 
and preserve the "free-enterprise system" by curing what always had 
been its worst defect — proneness to recurrent, devastating depressions, 
with mass unemployment — and removing the main cause of subversive, 
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radical attacks upon it. This Englishman never supported or flirted with 
socialism; he disliked the English Labor party as a ''class’' party, had a 
very low opinion of the economics and intellectual system of Karl Marx, 
and was very clearly on the whole an adherent of the individualistic, 
libertarian tradition of nineteenth-century English liberalism. 

At the same time, on topics connected with thrift or saving, interest 
on loans of money, and traditional canons of "sound” public finance, 
Keynes frequently uttered radical-sounding remarks and epigrams. His 
belief that, in economically advanced and prosperous societies, thrifty 
saving could be and was being overdone, with not beneficial but harm- 
ful consequences, made him seem a foe of this central "virtue” in the 
traditional "capitalist” ethos, and a subversive "radical” in the eyes of 
all-out conservatives of a certain type. And so of course did his belief 
— the other side of that same coin — that even the most (by ordinary 
standards) "wasteful” or "extravagant” spending, both private and 
public, when or if needed to cure or prevent the far greater economic 
and human wastes of mass unemployment, should be infinitely pre- 
ferred to the latter. Then also, his theory that the interest-incomes of 
those who make "saved” money available for investment in production, 
are not their deserved and needed rewards and incentives for difficult 
and virtuous and always socially useful saving, but merely bribes paid 
to induce them to allow business firms to use or invest the money they 
would save anyway and simply "hoard” if not paid their interest — this 
theory of course does seem to have affinities with ancient anticapitalist 
ideas about all interest as "usury.” And in advocating governmental and 
central-banking policies designed to lower interest rates as far as pos- 
sible, Keynes in one passage spoke with pleasure of "the euthanasia of 
the rentiers^^ toward which this could lead. His sympathies lay with the 
active businessmen or entrepreneurs who got things done, not with the 
passive capitalists or creditors who merely charge for the use of what 
they own. And in his Tract on Monetary Reform, written long before he 
produced his General Theory, he very significantly expressed the view 
that the trend, in much of economic history, of gradual inflation 
or rising price levels and falling real value of the money unit, had the 
beneficial result of gradually reducing the real burden or retarding drag 
of old debts and interest charges upon all active business and productive 
enterprise. It is not surprising that such ideas have helped to cause 
many more ordinary or typical conservative minds to distrust this "flex- 
ible, enlightened,” reforming-to-conserve, "conservative” thinker, who 
in addition had these particular, unorthodox, and eccentric views. But 
in spite of them, it remains clear that his over-all main purpose was con- 
servative. 

The personal outlook of Keynes himself, however, and the possible, 
long-run institutional results of different, possible, actual developments 
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of Keynesian governmental economic policies, as carried out in practice, 
may be different matters. Repeated enlargements of the governments 
budget at times of incipient depression, to enlarge the income-flow 
in the system and prevent depression, could lead gradually into social- 
ism, through growth of the share of the nation s income and wealth 
taken over, and used in ways determined, by its government. Conserva- 
tive governments can develop and use the general policy ideas of Keynes 
on truly conservative lines and with conservative results; hut govern- 
ments or parties-in-power with socialistic or 'welfare-state'^ ideas and 
purposes can develop and use the same general policy ideas or methods 
in their own directions also. And the English Labor or Socialist govern- 
ment, of the period 1945 to 1950, did so. What Keynesian economics as 
such leads to in the sphere of governmental policies is not so much a 
political direction as a set of ideas or devices which can be used to assist 
developments in either direction — ^strengthening and perpetuation of 
the "system of free enterprise," or gradual change toward socialism — 
depending on the views and aims, having other sources, of those 
politically in control. 

My final comments, however, in this necessarily very incomplete 
discussion of the Keynesian public-policy ideas, will be on the different 
question of their value when adapted and applied to the task of prevent- 
ing not deflation and depression, but inflation. Viewed in balanced per- 
spective, the Keynesian prescription is: adjust the impacts of the govern- 
ment's finances, taxes, borrowing, and spendings upon the total income- 
flow in the economy, as required to keep the latter at all times just suf- 
ficient to ensure equality of total demand with total supply or the na- 
tional output of all goods and services, under conditions of ap- 
proximately full employment of the labor force and resources and 
equipment of the national economy. If the income-flow is threatening 
to contract or fail to grow in step with the growth of output under full 
employment, let the government reduce taxes and/or increase public 
spending, add more through spending to the incomes of the people 
than it takes away through taxes, and thus increase the total flow of in- 
come and spending or demand in the system to match the growth of out- 
put, and keep the price level stable. And if or when, on the contrary, 
the income-flow threatens to grow faster than the full-employment out- 
put and cause inflation or a rising price level, let the government re- 
duce its spending and/or increase its tax rates, take more through the 
latter out of the income-flow than its spendings put back into it, and 
thus reduce the rate of growth of the income-flow to equality with that 
of output, and so again, stabilize the price level. 

But it is not so easy in practice for a democratic government dealing 
with the kind of economic system and society and interest pres- 
sure groups that typically exist today, to carry out that prescription ef- 
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fectively in both directions, as occasions require. Spending to overcome 
depression is more readily accepted than 'austerity” to combat in- 
flation. Moreover — and this is the main point — if the government is 
committed to a guarantee of continuous "full employment,” or mainten- 
ance of the flow of total money-income and demand for goods, etc., at 
whatever level is needed to prevent development of any serious amount 
of unemployment, this becomes an invitation, so to speak, to labor 
unions and big business firms and groups to keep pushing wages, costs, 
and prices upward, relying on the government to so expand the money- 
income flow that no insufficiency of demand and no unemployment 
will be caused by the rising wages, costs, and prices. There is here a 
real dilemma that has not been resolved thus far. Fuller discussion of it 
here would still be inconclusive. 

It is not inappropriate that our survey of a great part of the history of 
political and economic thought in the Western world over the last few 
centuries should end "in the air,” with no real ending, completion, or 
conclusion. History is like that — it continues, it does not end. 
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labor and mechanical inventions, 97, 
98; in time of Malthus, and popula- 
tion problem, 162-163; in time of 
Ricardo, and "pessimism" of, 178- 
179; and socialist movement, 278; 
recently and now in previously un- 
derdeveloped countries, 382-383, in 
United States in late nineteenth cen- 
tury, 432, 433 


Jacksonian democracy, character and 
effects in United States history, 
43 1 > 432- 

Jefferson, Thomas: 

and Physiocrats and A. Smith, 84, 
85; influence in early United States, 

430, 431 

Jevons, W. S., 323 



Keynes, J. M. (Lord): 

and ^^Keynesian^^ economics, relation 
to main-tradition-liberal political 
economy, and to modern politics and 
policies, 447-450, 502-508; revival 
and new development of aggregative 
economic theory, 472-473; debt to 
Marshallian monetary theory, 479- 
483; liquidity preference and Say^s^ 
law, 486, and Malthus on oversaving, 
487-488; equality of saving and 
investment, 488-489; consumption 
function, 490-491; marginal effi- 
ciency of capital schedule, 491-493; 
interest theory, 493-497; underem- 
ployment equilibrium with flexible 
wages and prices not proved, 499; 
money wages rigid downward, 498- 
499; business cycle, 499-500; secu- 
lar stagnation, 500; scientific value, 
new lines of research opened, 501; 
“revolution^' in one field of econom- 
ics only, 501-502; full employment 
and inflation, 507-508 

Labor: 

A. Smith on workers and employers, 
80, on national wealth produced by 
“land and labor of the people," 89, 
90; productive and unproductive; A. 
Smith and early successors on, 94ff.; 
productive labor and capital, A. Smith 
on, 95-96, division of, A. Smith on, 
97-101; and value, A. Smith, 104- 
109, Ricardo, 19 1-205, J- S, Mill, 
268-269, Marx, 300-304; and 
wages, A. Smith, 113-114, 117, Ri- 
cardo, 205-209, J. S. Mill, 257-259, 
Marx, 304-306, A. Marshall, 374- 
376; ‘finarginalist" and Ricardian the- 
ories of wages and other factor- 
rewards and prices compared, 334- 
336, 366-372, conversion to social- 
ism (Lenin), 388; as sole producer 
of all wealth (socialist illusion), 414; 
and socialism in England and United 
States, 421-422 

Labor movements in United States in 
nineteenth century, 440-441 

Labor unions and rigid wages: 

assumed by Keynes, 499; and infla- 
tion with full employment guaran- 
teed, 507-508 
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Laissez faire (economic liberalism): 
Enlightenment and Physiocrats, ii- 
19; A. Smith and his successors and 
later, different business-class views, 
70-72, 77-88, 102, 110-113; Ben- 
tham, 129-140; Ricardo, 176-182; 
J. S. Mill on, 269-270; economists' 
and businessmens' versions in late 
nineteenth century, 3 19-321; A. 
Marshall, 337-343; socialist view as 
illusion, 414; modern decline, few 
remaining adherents in Europe, 426- 
428; unique enduring vogue in 
United States, 428—430; in early 
United States, agrarian and labor 
more than business support of, 430- 
43 1; late nineteenth century adop- 
tion and distortion by United States 
business community, 432-437; and 
gold standard system, 438-439; trend 
away from, in United States, to mod- 
ern (New Deal) liberalism, 430- 
442; and theory of monopolistic com- 
petition, 447, 449-450, 466-471; 
and Keynesian economics, 449-450, 
497-498, 502-508 
Land-rent: 

Quesnay on, 21-26; H. George on, 
23-24; A. Smith, 27, 1 1 7; Ricardo, 
193-195, 204-205; Von Thunen, 
195-196; J. S. Mill, 262-264; A. 
Marshall, 372-373 
Leibniz and Quesnay, 16 
Lenin, V, L: 

on need for leadership over prole- 
tariat, 388; on imperialism, 393, 394 
Leontief, Wassily, on Quesnay's tah- 
lean, 20—21 
LiberalisSm : 

Locke, lo-ii; Physiocrats, 12-19; 
economist's versus businessmen's ver- 
sions, 80-88, 319-321; Ricardo and, 
176-186; J. S. Mill, 220, 227-232, 
269-270; resurgence in late nine- 
teenth century, 311-318; A. Mar- 
shall, 337-341 ; recent decline in 
Europe, 427, 428; English, changing 
character of, 428; persistent influence 
of, in United States, 428ff.; late 
adoption and distortion by United 
States business community, 433-437; 
classical economic and gold standard, 
438-439; modern American, 439- 



4435 socialism compared, 274— 
278, 412-414, 425-426; and theory 
of monopolistic competition, 447, 
449-450, 466-471; and Keynesian 
economics, 447-448, 449-450, 502- 
508 

Locke, John: 

and eighteenth century, 3; on natural 
law, I o; and democracy and economic 
liberalism, 10, ii; influence on 
Quesnay, 15; relation to Shaftesbury, 
31; and Cambridge Platonists, 33, 
34, and Hutcheson, 40; and A. 
Smith, 68 


Mach, Ernst, on eighteenth century’s 
mechanistic view of all existence 
and process, 12 
Malthus, T. R.: 

and utilitarianism, 1 47-1 49; and 
earlier work on population problem, 
1 49- 1 50; and Darwinism, 150; and 
Godwin’s utopia, 1 50-1 57; on popu- 
lation and food supplies, 158, 159, 
on economic progress and decline of 
birth rate, 159-163; on limited possi- 
bility of increasing food production, 
163-165; predictions versus actual 
developments in modem times, 167- 
170; Ricardo against, on undercon- 
sumption, 2 1 3-2 1 7 
Mandeville, Bernard, 37ff. 

Marginal analysis (neo-classical eco- 
nomics) : 

mathematical and psychological con- 
cepts, 327-334; resulting changes of 
economic doctrines (from Ricardo’s), 
334-33^5 A. Marshall one originator 
of, 338 

Marginal-productivity theory of income- 
distribution and A. Marshall, 
366-374 
Marshall, Alfred: 

and contemporary theorists and Ri- 
cardo, 324-325, 326; compared with 
A. Smith and J. S. Mill, 337; back- 
ground and ethical convictions, 337- 
338; “marginalist” and Ricardian 
ideas, 338; views of progress, free- 
dom, competition, and cooperation, 
339-340; on socialism and large-scale 


enterprise, 340-341; on life cycle of 
firms, 341; competition not ^^pure” 
or ‘^perfect” in his theory, 341-343; 
use of partial analysis, 343-344; 
measuring rod of money, 344; utility 
and demand, 344-345; cost and sup- 
ply, long-run curves, 346-352, the- 
ory of value, 352-366, time intervals 
in, 352-353; '‘normal value,” diffi- 
culty about, 353-354, very short run, 
354~'355j short run and quasi rent, 
long run, 362—366; the- 
ory of income-distribution, 366-376, 
marginal productivity and Ricardian 
elements, 366-372, rent and quasi 
rent, 372'-373. interest, 373~374. 
wages, 374-376, "organization” and 
business profits, 376; merits of the- 
oretical system, 377-379; monetary 
theory and Keynes, 479-483 
Marx, Karl: 

on Quesnay, 20; and A. Smith on 
labor and value, 106-109; and Ri- 
cardo on labor and value, 198-205, 
on prospects of capitalism, 176-178; 
and J. S. Mill, 271; and modem 
Communism, 272, 309, 385-391, 
antecedent sources of his thought, 

272- 273; and pre-Marxian socialism, 

273- 281; and Hegel, 282-292, ma- 
terialism versus idealism, 286-289, 
dialectical law of history, 289-292, 
economic interpretation of history, 
292-297, economic theory, 297—309, 
compared with liberal economists, 
297-298, dynamic capitalism versus 
simple commodity production, 298- 
300, "hymn of praise” to capitalists 
in Communist Manifesto, 300, value 
and surplus value, 300-304, wages 
and "reserve army,” 304—306, crises 
(business cycle), 306, 307, forecast 
of "monopoly capitalism,” 308 

Mathematical economics: 

development of, through "neo-classi- 
cal” era, 327-330; value and limita- 
tions, 330-331; and utility analysis, 
33^-334 

Mechanistic world view in eighteenth 
and nineteenth century, 12 
Menger, Karl, 323 
Mercantilism and A. Smith, 81-84 
Methodism and English socialism, 421 
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Mill, John Stuart: 

stature, character, and education, 
2 1 8-220; empiricism and liberalism, 
220; on Bentham and Coleridge, 
221-223; Utilitarianism, 223-227; 
On Liberty, 227-232; and labor, 
232-233; and socialism, 233-234, 
252-254; his Logic, 234-246, of in- 
duction, 236-240, of moral sciences, 
240-246; Princifles of Political 
Economy, 247-264, character and 
quality of book, 247-249, capital, 
249-250, stationary state, 250-251, 
laws of production and of distribu- 
tion, 252—254, socialism and private 
property, 252-254, agrarian institu- 
tions, 255, 256, wages, 257-259, 
profit and interest, 259-262, land- 
rent and taxation, 262-264, value, 
264-269, laissez faire, 269-270; and 
Marx, 271; and A. Marshall, com- 
pared, 337 

Monetary theory and policy: 

and general economics, Ricardo on, 
187-188; and Say's law, 215-216, 
484-487, quantity theory, 477-479; 
Marshallian ^‘cash balances" theory, 
479-483; ^‘cheap money" ideas, late 
nineteenth-century United States, 
437-439; gold standard and eco- 
nomic liberalism, 438-439; monetary 
management and modern liberalism, 
439; and general economics reunited, 
Keynes, 474^4^3^ 493 “‘?o 8 

Monopolies, competing, theory of, 458- 
462 

Monopoly: 

and competition in United States, 
late nineteenth century, 435-436; 
and competition as conceived in tra- 
ditional and in modern theory, 450- 
456 

Moore, Henry, 31-34 

Moral Sentiments (see Smith) 


Nationalization: 

of all wealth versus liberal democ- 
racy, 425, 426; G. B. Shaw on, 420 
Natural law (ethical): 

and rights, order, and scientific and 
economic laws, Locke and eighteenth 
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century, 10, ii; Newton and eight- 
eenth century, 1 1 , 12; Physiocrats 
Quesnay), 12-19; Henry Moore and 
Shaftesbury, 31-34; F, Hutcheson, 
41-42; A. Smith, 62, 67-68, 72- 
73; ethical versus utility principle, 
1 34-1 3 5; Malthus and Richards, 
146-147, 158-160, 174-181, 185; 
J. S. Mill, 228-229, 248-249, 252- 
254 

Nazism: 

background and rise to power, 
4o6ff,; and German national char- 
acter, 407-408; Communist theory 
of, 409-410 
Neo-classical economics: 

and classical compared, 325; special 
meaning as applied to Marshall, 326; 
appraisal of, 326-327; mathematical 
and psychological aspects, 327-334; 
and Ricardian doctrines, 334-336 
Newton, Sir Isaac, and eighteenth cen- 
tury, 3,11 


Oligopoly, theory of, 456-458 


Pareto, Vilfredo, 324 
Physiocrats: 

general philosophy, 12-19; economic 
liberalism, 13; and Turgot, 15; Ques- 
nay on droit natural, 15—19; tableau 
economique and economic theory, 
19-27; 'prodwt net from agriculture 
only, and land-rent, 21-27; single 
tax Ompot unique'), 23-25; saving 
and investment, duty of landlords, 
25; comparison with Jefferson and A. 
Smith, 84, 85 
Population problem: 

studies before Malthus, 149, 150; 
Malthus' analysis of, 158-165; in 
later history of modern West, 165- 
170 (See also Malthus) 

Principles of Economics, The (see Mar- 
shall) 

Principles of Political Economy, The 
(see Mill) 

*Troduit net"' (see Physiocrats; Ques- 
nay) 

Protectionism versus free trade in 
United States, 434, 435 



Quesnay, Francois: 

droit natural, 15-19; and Descartes, 
15; and Leibniz, 16; his natur alias, 
17; tdblaau dconomiqua, 19—21; and 
Marx, 20; and froduit nat, 21; on 
land-rent tax, 23; and A. Smith, 49, 
50 


Rationalism : 

and empiricism in eighteenth cen- 
3-7; psychological, 7; and eco- 
nomic theory, 8; and ^^sentimental 
schoo?^ of British moralists, 29, 30; 
and Cambridge Platonists, 33-35 
Revisionism (Bernstein) in German So- 
cial Democratic party, 423, 424 
Ricardo, David: 

and A. Smith, regarding agrarian and 
business classes, 85-86; versus A. 
Smith on labor and value, 106-109, 
192-193; and Bentham, 118, 140- 
144; contrast of mind and work with 
A. Smith, 1 72-1 73; idolatrous dis- 
ciples and modern critics, 173-176; 
liberalism and relative pessimism, 
176—186; separation of monetary and 
economic theory, 187-188; theory of 
value, 188-205, compared with 
Marxes, 198-205, land-rent, price-de- 
termined, 1 93-1 95, labor skills and 
wage differentials, 196-198, profit 
rate and relative values, 198-200; 
wages, 'Tund^^ and 'Iron law^^ 205— 
209; profits, inadequate theory of, 
209-212; economic growth to sta- 
tionary state, 2 1 2-21 3; versus Mal- 
thus on underconsumption, 213— 
217; J. S. Mill and, 247-250 'passim, 
256-268 passim; Alfred Marshall 
and, 338, 366-376 passim 
Robinson, Joan, Tha Economics of Im- 
par fact Competition, 450 
Rousseau, Jean Jacques, ii, 30 


Saving and investment: 

Quesnay on, 25; A. Smith on, 95- 
96, loo-ioi; Ricardo on, 200-207, 
2 1 3-2 1 7; J. S. Mill on, 249-250, 
259-262; Marx on, 298-300, 306- 
308; A. Marshall on, 371-374; 
Keynes on, 486-498 


Say's law of markets, 215-216, 484- 
487 

Schopenhauer on Utilitarians, 120 
Schumpeter, Joseph A.: 

on Quesnay, 20; criticism of Ricardo, 
173, 174; on monopolies and prog- 
ress, 464—466 

Sentimental school of eighteenth-cen- 
tury British moralists, 29-30 
Shaftesbury, Lord (Anthony Ashley 
Cooper) : 

and Rousseau, 30; and Hutcheson, 
31; and Locke, 31; and Cambridge 
Platonists, 31-34; "the moral sense," 
31—34; "passions" classified, 33-34; 
and Enlightenment, 35-36 
Shaw, George Bernard: 
and economics of Fabians, 418-420; 
and H. George, 418—419; and na- 
tionalization of industries and capital, 
420 

Smith, Adam: 

view of human nature and behavior, 
8-9; and Physiocratic view of agri- 
culture, 27, place in history of eco- 
nomics, and importance of earlier 
work on moral sentiments, 28-29; 
early life, character, 49-50; philoso- 
phy of science (history of astron- 
omy), 50—56; Theory of the Moral 
Sentiments, 56—76, social utility 
criterion, but nonintellectual explan- 
ation, 75—78, interaction of men 
through sympathies, 58-60, relation 
to Aristotelian ethics, 60—61, social 
formation and role of conscience, 61- 
62, role of reason, and ethical natural 
law, 62, versus Hume on sense of 
justice, 63-64, moral perspective, 
64-65, moral bias, causes, 65-66, 
prudence, justice, and benevolence, 
and Smith's ethics and economics, 
67-72, natural jurisprudence, 72-73, 
appraisals by L. Stephen and T. H. 
Huxley, 73-75; Wealth of Nations, 
77-117, ethics, economics, and eco- 
nomic liberalism, 77—81, censures of 
businessmen, antimercantilism and 
agrarian bias, 81-86, Smithian and 
Manchester liberalism, 86-87, scien- 
tific defects and merits in economics, 
88-89; theory of national output and 
economic growth, 89-101, national 
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income concepts, Smithian and mod- 
ern, 89-92, productive labor and 
capital, 94-96, division of labor, 
wide markets, and capital, 99-101; 
theory of value, 101-113, utility 
basis missed, cost theory, 1 02-1 04, 
labor theory rejected except for primi- 
tive economy, 104, compare Ricardo 
and Marx, 106-109, labor and corn 
measures, 104-106, demand, supply, 
and market price, 1 09-1 10, long-run 
^naturaF price, iio-iii, unseen 
hand, 1 1 i-i 12; on wages and profits, 
112-116; income distributions in old 
and young countries, 1 1 7; and 
Ricardo, contrasted, 1 72-1 73; and 
Marx, on labor and value, contrasted, 
300-302; and A. Marshall, com- 
pared, 337 
Socialism: 

of Godwin opposed by Malthus, 
150-158; utopian, and Enlighten- 
ment optimism versus Malthusian- 
Ricardian pessimism, 182-184; and 
J. S. Mill, 233-234, 254-255; be- 
fore Marx, 273-279; utopian versus 
Marxian scientific, 278-281; A. Mar- 
shall on, 340-341; modern demo- 
cratic, 412-427, compared with lib- 
eralism, 4 1 2-4 1 4, compared with 
utopian and Marxian, 4 15-4 17, Eng- 
lish, Fabian, 417-420, English, other 
varieties, 420-422, Continental Eu- 
ropean ''revisionist,^^ 423-425, retreat 
from total nationalization, 425—426; 
never strong in United States, rea- 
sons for, 428-429 
Spencer, Herbert, 318 
Stephen, Sir Leslie, on SmitHs Theory 
of the Moral Sentiments, 73-74 

^*Tahleau economique” (Quesnay), 19- 
21 

Taussig, Frank W., 324 
Thunen, Johann Heinrich von: 

improvement on Ricardian theory of 


land-rent, 195-196; early forerunner 
of late nineteenth-century "revolu- 
tion^^ in economic theory, 322 
Turgot, Anne Robert Jacques, Baron 
de, 15 


Utilitarianism: 

and Quesnay, 16; theological, 121; 
Malthus and, 1 47-1 49; J. S. Mill 
on, 223-227 (See also Bentham) 
Utility: 

connection with exchange value not 
seen by A. Smith, 1 02-1 04; Ricardo 
on, in relation to value, 188-190; 
Bentham^s theory of, not applied in 
economics, 1 40-1 44; early theorists 
in economics, 322—326 passim; anal- 
ysis of, in neo-classical economics, 
332-334; and demand, A. Marshall 
on, 344-345 


Value, theory of: 

A. Smith, 101-113; Ricardo, i88- 
205; J. S. Mill, 264-269; Marx, 
300-304; in late nineteenth-century 
writers generally, 325-336 passim; 
A. Marshall, 344-366; E. H. Cham- 
berlin, 450-462 


Wages: 

A. Smith on, 112-116; Ricardo on, 
205-209, wages-fund, 205-207, 
population pressure and subsistence 
wages, 207-209; J. S. Mill on, 257- 
259; Marx on, 304-306; A. Marshall 
on, 374-376 

Walras, Leon, and Walrasian econom- 
ics, 323 "- 32 < 4 > 3^9-330 
Wealth of Nations Qsee Smith) 
Welfare state and modern democratic 
socialism, 425-426 
Wicksell, Knut, 324 
Wicksteed, Philip, 323 
Wieser, Friedrich von, 323 
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